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UNITED STATES-CHINA TRADE RELATIONS 
AND RENEWAL OF CHINA’S MOST-FAVORED- 
NATION STATUS 


TUESDAY, JUNE 11, 1996 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on 'Hiade, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:13 a.m., in 
room 1100, Longworth House Office Building, Hon. Philip M. Crane 
(Chairman of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649 

June 7, 1996 
No, TR-25 

Crane Announces Hearing On 
U.S.-China Trade Relations And 
Renewal Of China’s Most-Favored-Nation Status 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee will hold a hearing 
on U.S.-China trade relations, including the issue of renewing China’s most-favored-nation 
(MFN) status. The hearing will take place on Tuesday, June 11, 1996, in the main 
Committee hearing room, 1100 Longwoitb House OfHce Building, beginning at 
10:00 a.m. 

Oral testimony at this hearing will be heard from invited witnesses. Also, any 
individual or organization may submit a written statement for consideration by the Committee 
or for inclusion in the printed record of the hearing. 

BACKGROUND : 

Non-discriminatory MFN trade status was first granted to the People’s Republic of 
China on February 1, 1980, and has been extended annually since that lime. Annual 
extensions are granted based upon a Presidential determination and report to Congress that 
such an extension will substantially promote the freedom of emigration objectives in Title IV 
of the Trade Act of 1974, the so-called J»:kson-Vanik amendment. Subsections 402 (a) and 
(b) of the Trade Act set forth criteria which must be met, or waived by the President, in order 
for the President to grant MFN status to non-market economies such as China. 

The annual Presidential waiver authority under the Trade Act expires on July 3 of each 
year. The renewal procedure requires the President to submit to Congress a recommendation 
for a 12-month extension by no later than 30 days prior to the waiver’s expiration (i.e., by no 
later than June 3). The waiver authority continues in effect unless disapproved by Congress 
within 60 calendar days after the expiration of the existing waiver. Disapproval, should it 
occur, would take the form of a joint resolution disapproving the President’s determination to 
waive the Jackson-Vanik fieedom of emigration requirements for China. 

FOCUS OF THE HEAMNG : 

The focus of the hearing will be to evaluate overall U.S. trade relations with the 
People’s Republic of China, and to consider the extension of MFN status for China for an 
additional year on the basis of that country’s emigration performance. The Subcommittee will 
be interested in hearing testimony on China’s emigration policies and practices; on the nature 
and extent of U.S. trade and investment ties with China and related issues; and on the 
potential impact on China, Hong Kong, Taiwan, and the United States of a termination of 
China’s MFN status. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS : 

Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement by the close of 
business, Tuesday, June 18, 1996, to Phillip D. Moseley, Chief of Staff, Committee on Ways 
and Means, U.S. House of Representatives, 1 102 Longworth House Office Building, 
Washington, D.C. 20515. If those filing written statements wish to have their statements 
distributed to the press and interested public at the hearing, they may deliver 200 additional 
copies for this purpose to the Subcommittee on Trade office, room 1104 Longworth House 
Office Building, at least one hour before the hearing begins. 


(MORE) 




3 
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Chairman Crane. Good morning. This is a meeting of the Ways 
and Means Trade Subcommittee to review the critical issue of Unit- 
ed States-China trade relations. 

On an annual basis, as required by 1974 Jackson-Vanik statute, 
Congress considers the question of renewing China’s MFN trade 
status. We must continue to emphasize that MFN is normal or 
standard trade treatment, uniform among 150 U.S. trading part- 
ners. I believe it is misleading to characterize MFN as exceptional 
or special tariff treatment. 

My colleagues know that I am a strong supporter of expanding 
trade relations with China as the most effective way to promote 
change and improve human rights. The annual process of subject- 
ing the United States-China trade relationship to a hostile vote in 
Congress is harmful to our deeply felt goals of freedom and pros- 
perity for the Chinese people. It simply does not increase our lever- 
age or our influence in China. 

I am encouraged by the growing view among the U.S. business 
community that the Jackson-Vanik statute should be revised to re- 
flect the importance of the Chinese economy to long-term U.S. 
interests in Asia. 

I would now like to yield to my distinguished colleague from New 
York, Mr. Rangel, for an opening statement and for everyone to 
wish him happy birthday, which is this great day. [Applause.] 

Mr. Rangel. Thank you. 

Chairman CRANE. I want to thank the witnesses in advance for 
their prepared testimony, and ideally, if you can try and confine 
any opening remarks to 5 minutes, any extended remarks will be 
made a part of the permanent record. 

Now I yield to the birthday boy. 

Mr. Rangel. Thank you, Mr. Chairman. I might heartily add 
that I hope that no one treats me any differently today than any 
other celebrity. [Laughter.] 

Thank you for holding today’s hearing. We all agree that China 
poses one of the most significant trade and foreign policy chal- 
lenges for the United States. I hope that this hearing and the pro- 
posed renewal of China’s most-favored-nation status would shed 
more light on the problems that we face, China and therefore the 
world. 

We have to really try to decide how we are going to wrestle with 
and handle the ever-growing $34 billion trade surplus that China 
has with the United States. I, for one, do not understand and hope 
I never understand the way China believes it can continue to vio- 
late our intellectual property rights and ignore the vast amount of 
time, money, and research that we put into what is our most 
valuable export. 

It is true that trading with China does provide many jobs for the 
people in the United States and around the world, but notwith- 
standing that, I think that China should be placed on notice that 
this country cannot afford to have its assets just stolen and pirated 
because of some difference in culture, as I understand it from those 
who are China watchers. 

In any event, the President is correct that we should not just ar- 
bitrarily cutoff trade with China. It is too serious a question for us 
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to treat that way. The question of human rights continues to be a 
very important subject that will remain on our agenda. 

I Just hope that it is abundantly clear to all that I am a strong 
supporter of the U.S. intellectual property rights, and in this re- 
gard, I cosponsored H.R. 3421, to impose increased tariffs on 
CWnese products until the President certifies that China complies 
with the agreement to protect intellectual property rights. I also 
support strict monitoring of the United States-China Bilateral Tex- 
tile Agreement, especially provisions related to transshipment of 
textiles through other countries. 

If we decide, and I know we will, to support China’s continued 
MFN status, we must nevertheless identify and consider other op- 
tions available to effectuate changes in China, if our current poli- 
cies over time, and I do not know how much time, fail to produce 
the desired results, not only for us, but for the rest of the world. 
I suggest a stronger Congressional role in China’s accession to the 
WTO and hope that the Trade Subcommittee would discuss this 
idea in depth at the appropriate time. 

I would want my friend, Mr. Solomon, who is a fellow New 
Yorker, to know that the way the Chinese treated me on November 
30, 1950, on the Yalu River has nothing to do with my position 
today. I look forward to this hearing and I thank you for calling 
it. 

[The opening statement follows:] 

Opening Statement of Hon. Charles B. Rangel 

Mr, Chairman, thank you for holding today’s hearing. We would all agree that 
China poses one of the most significant trade and foreign policy challenges for the 
United States. 

I hope that this hearing on United States-China trade relations and the proposed 
renewal of China’s Most-Favored-Nation status will shed more light on the broader 
questions and challenges confronting the United States in China. 

On the trade side, we must determine how to best address China’s burgeoning $34 
billion trade surplus with the United States; China’s piracy and gross violations of 
Intellectual Property Rights; discriminatory entry barriers in Cmna to U.S. trade 
and investment; and, Chinese accession to the World Trade Organization (W'TO). 

On other fronts, we cannot ignore the cries and aspirations inside China for jus- 
tice and democracy. We mu^ continue to aggressively confront and condemn 
China’s disregard for human rights, the revocation of liberties for masses of people, 
and the blatant disrespect for the due process of law. 

China must also adhere to the spirit and letter of nonproliferation. The United 
States, as the leader and champion of freedom, peace and democracy, must pursue 
policies that will assure China’s res^t for these fundamental principles. 

While these principles can be applied within the context and dignity of a country’s 
culture — the basic universal principles of humanity must not be compromised. 

I have heard credible arguments both pro and con regarding the use of MFN to 
bring about constructive change in China. 

As a backdrop to this debate, we must keep in mind China’s immense importance 
as one of our largest trading partners — with nearly 200,000 U.S. jobs tied to over 
$55 billion in bilateral trade. China’s enormous size as the third largest economy 
in the world with over of 1.2 billion iwople; and, U.S. security interests in Asia are 
also interconnected to overall U.S. policy towards China. 

Parenthetically, I would also note with interest that in 1995, New York’s exports 
to China totaled over half a billion dollars — ^rising at a rate of almost 40% in two 
years. 

The Clinton Administration has sought to navigate U.S. trade and foreign policy 
through this web of challenges and competing priorities. President Clinton has de- 
cided to renew MFN for China for another year in the context of his overall policy 
of constructive engagement with China. 

I have been asked by the Administration to support this policy even though there 
is no strong evidence to suggest that this policy has resulted in tangible benefits 
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for the United States in terms of a reduction in the bilateral trade deficit or a less- 
ening of human rights abuses. Apparently more time and patience are needed. 

Nonetheless, I nope that the Administration officials present today can further 
clarify how we can develop a constructive framework with China that will advance 
U.S. policy objectives in both trade and human rights without resorting to a 
withdrawal of MFN. 

On other matters, I am a strong supporter of U.S. intellectual property rights. In 
this regard, (co-sponsored H.R. 3421 to impose increased tariffs on Chinese products 
until the President certifies that China comphes with the agreement to protect intel- 
lectual property rights. 

I also support strict monitoring of China’s bilateral textile agreement — especially 
provisions related to performance on transshipments of textiles through other 
countries. 

If we decide to support China’s continued MFN status, we must, nonetheless, 
identify and consider other options available to effectuate change in China, if our 
current policies over time fail to produce desired results. 

Some have suggested, for example, a stronger Congressional role in China’s acces- 
sion to the WTO. I would hope that the Trade Subcommittee would discuss this idea 
in depth at the appropriate time. 

Mr. Chairman, I look forward to this hearing this morning and hope that these 
issues will be addressed by our witnesses. 

Chairman Crane. I would like to yield at this time to Ms. Dunn. 

Ms. Dunn. Thank you very much, Mr. Chairman. 

I come from the Nation’s most trade-dependent State, Washing- 
ton State, so the question of United States-China trade is crucial 
to the folks I represent here in Congress. In fact, Washington State 
ranks among all 50 States number one in exports to China. 

I believe that trade with China promotes change. U.S. trade and 
investment teaches the skills of free enterprise that are fundamen- 
tal to a free society. For instance, in my home State, we export a 
number of U.S. products, from aircraft to software. Every single 
airplane and every single CD carry with them the seeds of change. 
These products further serve to unleash the free market desires of 
the Chinese people. It is in our national interest to move China 
toward a free market enterprise. 

Now let me address directly the issue of China MFN, one of the 
great misnomers of our time. MFN status is not a concession and 
does not mean that China is getting preferable trade treatment. 
Let me state this again. MFN is not a tariff preference or a form 
of special treatment. It is the cornerstone of commercial relations 
between the United States and any foreign country. 

I am working with a number of my colleagues in the other body 
on legislation to eliminate this misnomer once and for all. The most 
confusing point in this debate for the public is that “most-favored- 
nation” status is nothing of the kind. As Senator Mo 3 mihan and as 
Chairman Crane have pointed out, MFN really means “normal 
trade relations.” We should call it “I^R” instead of “MFN.” 

Again this year, I proposed that we use the following criteria to 
find the answer on difficult MFN cases like China. I believe these 
criteria must become our compass in our decision. We should ex- 
tend normal trade relations or MFN to a nation if they allow U.S. 
investors and advisers in, the rule of law is advancing in that coun- 
try, a multilateral action is unattainable or unsustainable, and we 
have that nation’s assistance on a critical geopolitical issue. 

Conversely, we should deny normal trade status to governments 
abusing their people if an effective multilateral action is doable and 
the United States can expect no help from that government on 
other critical geopolitical issues, if they do not allow U.S. employers 
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or advisers into their country, or if they do not respect the rule of 
law. 

Last year, I believed China met the test for normal trade status 
and I continue to believe the same thing now. Indeed, I would take 
it one step further by stating that the burden of proof is on those 
who deny normal trade status with China. They must prove that 
an active protest would demonstrably improve the human rights 
situation in China or that it would address grinding poverty or that 
it would lessen religious persecution. I submit that the only thing 
we know for sure right now is that such an act of protest would 
increase unemployment and suffering here in the United States. 

Thank you, Mr. Chairman. 

[The opening statement of Ms. Dunn follows:] 
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Thank you Mr. Chairman. 

I come from the nation's most trade-dependent state, so the question of US-China trade 
is crucial to the people 1 represent in Congress. In fact, Washington state ranks first among all 
50 states in exports to China. 

Today, of course, U.S.-China trade relations are within the larger context of the overall 
U.S. -China relationship. 

Clearly, our overall China policy must be revisited. Under our form of government, the 
Executive Branch bears the responsibility for our policy. Yet, the Congress can and should be 
a valuable partner in this review. 

Together, we must make clear to the Chinese that their participation in the world economy 
and in international security arrangements can only come about with concrete evidence that China 
is abiding by norms of international behavior. 

Let me be clear: disengagement will not help us understand China. The only way we can 
accomplish this is to continue our policy of engagement. We must speak — not to the Chinese, 
but rather with them — in a clear dialogue. That can help China to transform in a peaceful and 
stable way which is clearly in our national inter^t. 

A key subset of that overall China policy, of course, is trade. 

Trade with China promotes change. US trade and investment teaches the skills of 
enterprise that are fundamental to a free society. For instance, in my home state of Washington, 
we export a number of U.S. products, from aimiaft to software. And every single airplane and 
every single CD carries with it the seeds of change. These products serve to further unleash the 
free-market desires of the Chinese people. And let me just say that 1 will take the word of 
Americans working in China over the word of bureaucrats working in Washington, D.C. when 
it comes to whether or not our commercial engagement is having a positive effect on China. 

I would like to speak for a moment on die issue of China MFN -- one of the great 
misnomers of our time! 

MFN status is not a concession and docs not mean that China is getting preferable trade 
treatment. Let me state this again: MFN is not a tariff preference or a form of special treatment. 
It is the cornerstone of commercial relations between the United States and any foreign <x)untry. 

I am working with a number of my colleagues in the other body on legislation to 
eliminate this misnomer once and for all. The most confusing point in this debate for the public 
is that "most favored nation” status is nothing of the kind. As Sen. Moynihan has pointed out, 
MFN really means "normal trade reladons." We ^ould call it NTR rather than MH^. 
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The China MFN issue has been hung up on two competing policy goals: Is our goal to 
maximize our own U.S. jobs? Or is it to make the cause of human rights primary as a means to 
achieving our best long-term trade interests? 

The answer, i believe, is both. The goals are not mutually exclusive. 

Again this year, I proposed that we use the following criteria to find the answer on 
difficult MFN cases like China's: I believe these criteria must become our compass. We should 
extend normal trade relations, or MFN, to a nation if: 

They allow U.S. investors and advisors in... 

The rule of law is advancing in that country... 

A multiiateial action is unattainable or unsustainable... 

Or we lave that nation’s assistance on a critical geopolitical issue... 

Conversely, we should deny normal trade status to governments abusing their people if: 

An effective multilateral action is doable... 

And the U.S. can expect no help from tlat government on other critical 
geopolitical issues... 

They do not allow U.S. employers or advisors into their country... 

They do not respect the rule of law... 

Last year, I believed China met the test for normal trade status and I continue to believe 
the same now. 

Indeed, I would take it one step ftirthor by stating that the burden of proof is on those who 
who deny normal trade status with China. They must prove that an act of protest would 
demonstrably improve the human rights situation in China, how it would diminish suffering, how 
it would address grinding poverty, or how it would lessen the religious persecution now practiced 
in China. I submit that the only thing we know for sure is that such an act of protest would 
increase unemployment and suffering in the United States. 

There is a better way. The President should turn a moral spotlight on, for instance, the 
religious persecution practiced against Chinese citizens by following through on his pledge to 
create a special advisory office to the President on such matters. Unfortunately, the President has 
yet to live up to a promise to do precisely that. 

Actions like that - targeted at the problem rather than at American workers -- is far more 
likely to achieve the go^s we all share of expanding human rights and expanding trade. 


Thank you, Mr. Chairman. 
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Chairman CRANE. Thank you. 

Now I would like to yield to our first witness, our distinguished 
colleague from New York, Mr. Solomon, who has a long record in 
Congress on this issue. 

STATEMENT OF HON. GERALD B. SOLOMON, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW YORK 

Mr. Solomon. Thank you very much, Mr. Chairman and 
Ranking Member Rangel. Charlie, if I might, welcome to us senior 
citizens. We appreciate your company. 

Mr. Rangel. What do you mean, “we senior citizens”? 
[Laughter.] 

Mr. Solomon. Mr. Chairman, I also would like to just say that 
looking at this distinguished panel, you certainly seem to epitomize 
intelligence and common sense. Therefore, when this hearing is 
over and you mark up this legislation, I hope you use that good 
common sense and intelligence in favorably reporting this biparti- 
san Rohrabacher, Solomon, Pelosi, Smith, Kaptur, and Cox resolu- 
tion of disapproval. That is what we are here to talk about today. 

Mr. Chairman, I guess I have been coming before this 
Subcommittee so many years now to talk about this issue it seems 
like deja vu. I think you all know my views on this issue, so I will 
be as brief as possible. But to complete the record so that I do not 
take up too much of your time, I would like to ask unanimous con- 
sent to submit the excellent article by Robert Kagan that appeared 
in The Weekly Standard this past week, if I might, Mr. Chairman. 
Do I have unanimous consent, sir? 

Chairman Crane. Yes, it will be inserted. 

[The following was subsequently received:] 
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Most Favored Nation— or 
Most Appeased? 

By Robert Kagan 


B ill CUntoa'i innoanoement iMt week chac he 
will seek uncondidoul renewtl of Chioe't 
most-fiivored-nition ttinu it the Utett cvi* 
dence of ■ metamorphout remarkable even for chia 
president Though he relentlessly attacked the Bush 
admuustx*tion*s China policy ai bereft of human* 
rights ooncems during his 1992 caodidacyt in office 
Qintoo has become the spiritual godson of Henry 
Kissinger. After a very brief dinadoo with risky origi- 
nality, Qinton has sought safety in the conventioaal 
wisdom of the bipartisan fbcciga policy and business 
elite, in which he stands shoulder to shoulder with his 
presidential rival. Bob Dole. 

Incoherence on tTiiwa ig qo( unique to Bill Clin- 
ton's foreign policy. It has been a pr^lem for polio- 
dans of both parties since the late 1980s. The 
of the Soviet Union and its Communist empire s w ep t 
away the original foundsdon on which the Sino- 
American rapprochement was built in the early 1970i. 
Americans interests and priorities have as poli- 
cymakers must now grapple with how to mana^ a 
world m which the Unit^ Statea is the sole super- 
power. At the same dme, Qun^s place in the coo^- 
lation of global poweri has ahifted; from iti poaititm as 
the weakest tide of the Sino-Soviet-Ainerican trian^e 
as reccndy as 10 yean ago, Chiiu seems poised over 
the coming decade to become the principal challenger 
to American dominanoe of the wodd ocdcr. 

The ladi of darity and reaolve In American polky 
toward Qiina today is due to the fiuluie of policymak- 
ers to recognize thw changes and lenient Amieikui 
strategy to deal with them. The reault has been wmae 
than inooherenoe. American polides these days are 
starting to look a lot like the kind of appeasement that 
evenn^y leads to disaster. 

IWenty-five yean ago, the logic of the U.S.-Chiiu 
relationship was dear. At a rim* when American pow- 
er teemed in ^^etIlaffl•aacarated dedine, Richard 
Nixon and Henry Kisainger were sendiing for quick 
and easy ways of redressing the increasuigly unfitvor- 
sble U.S.-Soviet balance while shoring up Nixon's 
political standing at hmne. Pbying the "China card” 
looked like a brilliant strategic gambit, a simple mat- 


ter, at Kissinger recalled in hit memoin, of "alignfing] 
oneself with the weaker d two antagonistic pertners, 
because this acted at a restraint on the stronger.* 
Kissinger did not share the view of State Department 
Sinophilcs that good rdatiosu with China were a wor- 
end in tLffnsdvea; he oonndered them a meant to 
the end of ahapihg Soviet behavior and inducing 
Soviet leaden to accept the outitretched hand of 
dfeente. Indeed, u former Kissinger aide Pemr W. 
Rodman has noted, the real purpose of "triangular 
diplomacy* was not to fitrge s permanent strategic 
panaenhip witii Cliina against Russia but "to secure 
better rdufons with both.* 

The shift to a more atrattgic partnenhip 

with came during the Caner administration 
nnder the directioo of security adviser Zbig- 

niew BRCsinski Alarmed at the Soviet Union's 
increasing advemurousneaa in tbe Third ^Ririd from 
Africa to Southeast Asia, Bnoinski sought to involve 
die Chinese more dircedy on the U.S. side in tbe 
-■ wi»ldwtde anti-Soviet stnggie. Kissinger aimed at 
playing both Communist giants against each other, 
but Bneanski in 1978 traveled to Bdjing to tell Deng 
Xiaoping that the United States had *msde up its 
mind* and had chosen China. The price the Cuter 
administration willingly paid for this new strategic 
paitncrahip was the oonqpletion of the process of nor- 
malmrion Nixoo had Ugun, including the revocation 
of U.S. recognition of^wan. In Amerioui ^rtign 
poliqy circles, Brzeanskf j actions firmly estabUsbed 
the stiU-emanc Wpartisa consensus on the overriding 
fuamgic in^onance of US.-C3iinese rdadmis. 

Tbe world of tbe 1970i looked very diffirent from 
todsy'i, however. The ^Tiesi w» sufieiing from a pan- 
lyzing leas of confidence in its institutions and its lib- 
eral values. C pwowMwt—w tin icemed to many around 
tbe world, and even to some m tbe United Statts, a 
viable if not superior altcmative to cq>italism. The 
great, resurgent successes of liberal capitalism— the 

Reagan teoffl here, the rim of the economic "tigers* in 

g— * Asia— l^r in tbe future. The policymakers of the 
1970s could not even have begu -m imagine the 
worldwide democratic revolution that began in the 
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1980i ia Latin Americi and Asia and then spread to 
Central and Eaatcxn Europe and Ruisia. loatead* the 
United States was surrounded by dictatMahipa in its 
own hemispbere and wpporiite tdadona 

with them and many others around ^ wuld. 

In such a worii^ tbe strat^c value of American 
rappEOchonent and then partnership with a Commu- 
nist China seemed to out* 
weigh the sacrifice of Ameri* 
can ideals such a relation- 
ship re(|uired« Churchill 
htca willing to *sup with 
the devil” in order to defeat 
Hitler; few questioned the 
logic of closer U.S.-Chinese 
ties in a world where democ- 
racy and capitalism seemed 
to be imperiled by an 
capanding Soviet enqriie. In 
a world filled with dictator- 
ships of both the left- and 
right-wing varieties, more- 
over, few bdieved tl^ Unit- 
ed States could afford to be 
picky about bow iu allies 
governed themsdves. 

Which is not m say that 
everyone in the United 
Slates was enthusiastic 
about the new partnership 
with Communist 
Conservative Republicans, 
including the old ”China 
Lobby” with its bitter mem- 
ories of 1949 and the 
*bettayal* of Chiang Rai- 
shek, opposed some de- 
ments the new course— 
especially when it was con- 
ducted by the Democratic 
administration of Jimmy 
Carter. Thus Robert Dole, 
altboudi s devoted soppon- 
er of Nixon, vigorously 
opposed Carter's normaliatioo of cdaaoos with Chi- 
na at the end of 197S. After oonnal ties were estab- 
lished, as Jim Mann of the Lor Aafslo Tbiiar has 
recently noted. Dole called on the White House to 
invite the president of lUwan to Wnhingion. From 
the floor of the Senate in 1979, he insifted that the Du- 
wan Rdadons Act must not leave America's old ally 
n ndffm d frt against aggreasioa by Amerkifs new ally. 
And when Carter proposed extending most-iavored- 


nation status to China in 1980, Dole led the (qqiositioo 
and introduced IcgisUtion denying it to any nation 
that, had not yet signed the nuclear non- 

pcolifiaation treaty. 

Deq>ite these dfora by its Republican alliea, how- 
ever, the authoritarian regune in Uwan had a difficult 
time winning much support in the Uqi^ States. The 
dominant view of American 


There was also strategic logic to the Reagan admin- 
istratioa's with China. 

M a rimfe when Rmgan was determined to ch al l e ng e 
(he Soviets dircedy on all fionts, both militarily a^ 
idetriogscally, a China poli^ bon in a time of strategic 
weakness was less compelling: Reagan simply didn’t 
believe be mrd f d as much a Nixon and Carter 

The woridwide ideologicaJ offensive that Reagan 



policymakers in both parties 
was that holding the prized 
China card was essential to 
America’s strategic well- 
being and that other 
Msoea— like sentimental ties 
to Ikiwan, like the sharp 
ideologicd differences 
betweer China and the 
United States — had to be set 
aside. 

The resurgence of Amer- 
ican power and will under 
Ronald Reagan ought to 
have changed this and many 
other calculations. And to 
some otent during the 
1980s, it did. Reagan, who 
had achieved preeminence 
in the Republican party 
partly by leading a crtisade 
against the Nixon-Rissinger 
feicign pdiqr, did not share 
Kissinger's and Brzezinski’s 
strong attachment to the 
f!hina card. Reagan htmtglf 
was a longdme supporter of 
Duwan, and as Peter Rod- 
man poinis out, in the Rea- 
gan administration "even 
tb^ youngs (rffidals making 
Alia policy . . . thought that 
the Nixon, Ford, and Carter 

h«H all gppe 
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bunched at the atari of hti aeoond year in office^ more- 
over, could not fiiil to affect the nature of rdationt 
between the United Sutea and China. By the mid- 
1980a, much of the world appeared to be moving 
smadily in the direction of liberal econo mica and lib- 
eral govemmenL The dire drcumatanoea that had giv- 
en birth to the U.S.-China atrategic partnerahip in the 
1970i were rapidly giving way in t^ 1980a to a sew 
intenacional tituadon that required a recalcubtion of 
the value of doae des b et ween the two ^obaJ powers. 

Rnally, the 
tigynnlfig of the ooi- 
lapae of the Soviet 
empire in 1989 and 
the emergence of the 
United Statea aa the 
world'i doodoant 
military, economic, 
cultural, and ideo- 
logical power utterly 
ahacter^ the origi- 
nal rationale for 
Sino-Americin pait- 
netahip. In the poat- 
Cold en it was ludicrous to speak of playing the 
China card, as Kissinger had, to convince Moscow to 
embrace detente; or ai Brzeaittsld had, to combat Sovi- 
et aggression in the Third World. It was no longer poa- 
aible to describe US.-Qiina reUtioni aa *align(ing] 
oneself with the maker d two antagonistic partners,* 
given the Soviet Union's free 611 and China's eiploaive 
economic growth. 

China itself bad a ppe ar ed to be part of the global 
trend toward freedom throughout the 1980t. The 
*Four Modernizations'* b^un under the leadership of 
Deng Xiaoping in the late 1970s helped produce the 
Chinese eomomic minck we know today. A Chinese 
"democracy movement" soon emerged, calling for a 
"nfth Modernintion,” free dcctioos, and in some 
insfancfs openly praising American-style demoavey. 
Though it was subiect to goveexunent batistmcnt, the 
ezutence of the democracy movement suggested to 
many Amerkan o bser r ers political referm in Chi- 
na was die inevitable not step after Deng*! economic 
reforms. 

The massacre at 'nioanmen Square in 1989 and 
the subsequent suppr e sshm of dbiidents, sdiieb con- 
tinues to ^ day, dashed these hopea It could hardly 
have been better timed to force the United Sates to 
reco n side r the unpleasut bargain it bad made with ia 
conscience in the 1970a. At the same time the old 
stra te gi c ratkmale fiw the U.S.-China partnership was 
vanishing, the Chinese government cast i bri^t light 


on the acute ideological differences between the two 
countries. Indeed, after 'nananmen, China emerged as 
the most powerful opponent of American liberal prin- 
ciples in the wmld. 

In the ensuing years, Chins would significantly 
increase its military apendioft even as both Soviet and 
American defense spending declined, and with the 
dear aim of using ia growing military power to 
enhance itt influence abroad. The fruiu of these 
efibits have been ^parent in recent years, a China, in 
tixe words of Sesi. McCain, has increasiiigly been 

"displaying very aggressive be^vior* — in the South 
Chiu Sea, against t newly democr a tic Ikiwan, and in 
a growing propensity to make snns sales to many of 
the world's rogue states. 

Under these new carcumstaaces, it would seem to 
make little sense to continue pursuing the old Cold 
Wlir polidea toward CSiina. Yet itmstlably, that is just 
what the Bush administration tried to do after 1989, 
and what the purveyors of the bipartisan consensus, 
induding most recently the Clinton tdministratioii, 
have been trying to do ever since. Even sfter the Cold 
Wir, the United Statea maintained "overriding strate- 
gic intereso in gnfl«rpf China,* former secretary of 
sate Jiffies Baker declares in his memoirs, but 
nowhere does he explain exactly what those "overrid- 
ing stntegic intercaa* are. 

In fimt, the most common explanstions of the 
strategic importance of the U.S.-C3una relationship 
todsy are frnigbt with contradictions. American busi- 
nesa leaden, and thdr supporten in the administra- 
tion and Congress, oonstandy point to China^s poten- 
tially vast market for Ameri^ goods. But it is strik- 
ing how unimpressive the economic numbers really 
are Ijk year, American merchandise caqpottt to China 
amounted to $12 billion, about 2 percent of overall 
tapocis. By comparison, American expons to Ikiwan, 
with a populatioa ooeHutieih as lai^ as the main- 
land's, were $19 biliioh. Meanwhile, China has 
g $34 billion surplus widi the United 
SutBs, enough to sendT^trick Buchanan into fia of 
^owetioniat byittria. ^W1 might the boosters of the 
U.S.-China trade reUtionabip inaiat, like Rep. Ibby 
Koch, that "the key ia not iriiae China n today. What 
ia important is where is beaded.* But how 
impresrive does the future look? Both boaao that "in 
just 1$ years, China will be ^ 18tb largest expon 
market.* Now tkmi a soategirimpeTitive] 

In the late 19th century, many American buainen- 
men succumbed to what aonielristoriBoa now cril "the 
myth of the market.* The busisessmen, the 
md the policymakers of the day could see 
only the »»«««wginahlg bounty that lay in the future of 
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luch a populoiu country-^en though okfoiDgi in 
the Dcar*tenn proved minuscule businesses u> 
sufier losses in an efiort to wheedle their way into the 
good graces of the Chinese powers thu oontroUed for* 
eign trade. A full century lucr» the bounty is still du* 
sive, but the myth is fust as potent 

And today’s proponenu of the China trade on 
strategic grounds have adopted another 19th<ennify 
nostrum as well: the conviction that increasing trade 
is the solvent for all the problems of mankind. Nations 
that trade with one another, the theory goes, still not 
let clashing strat^c interests get in the way of «Mfc«ng 
a buck. After all. Rep. Roth insists, 'Economic 
strength, not military might, determines the srorld’s 
great powen today." In testimony before Congress 
recently, Clinton administration Stuart Eizen* 
sut de fe nded the renesrel of most-fiivored-nation sta- 
tus for on the grounds that the 'commercial 
relationship provides one of the strongest foundations 
for our cn ga g em enL* Argues undersecretary of state 
Peter Ihmoff: "Our economic and commercial rela- 
tions increase Chinifs atake in ooi^>erating with us and 
in complying with international norms.” Robert Dole, 
once the mainland’s foe, now sgrees: In a May 9 
speech, he argued that 'extension of most-fovoii^- 
nation status (is] the best wsy to promote our long- 
term interests in ... In continuing trade 
offers the prospect of continuing change.” 

la that true? Few Republicans and oonaervatives 
would aay that trade will reform Castro's Cubs. Nor 
would they be likely to forget that during the Cold 
War, the Jackson-\%nik ccsttictions on trade with the 
Soviet Union did not prevent political liberalization. 
On the oonoary, the deoiol of moat-fiivofed-iutioa sta- 
tus to the Soviett may have encouraged reform by 
forang the Communist leaders in Moscow to under- 
take political liberalization as the piereqiuute for eco- 
nomic growth. 

The view that economics is paratnount while mili- 
tary, strategic, and political issues are of decUning 
importance — so-called Manchester liberalism — was 
rampant in the 19th and eidy 20th right vp 

until the outbreak of ^Pbrid \Pkr L It is is dsngerotu • 
misconception mdoy as it was then. Neverchelesi, this 
assumption now lies st the heart of American Oaina 
policy. We need to engage so we con trade, uy the 
busioessmeni yes, say the China eqwrts, and we need 
to trade so we can engage. 

In their seordi for a new rationale for preserving a 
close relationship between the United States and 
China, the adherents of today's bipartisan consensus 
have bad to employ such logic constantly. Indeed, the 
logic of the U.S.-QiiDa rdationship today has nuned 


in on itself In the 1970s, the case for strategic partner- 
ship with China was that it was necesniy to meet the 
Umt posed by the Soviet Union. Ibday, it 
strategic parmmhip with China is ncixaiaty co meet 
the threat posed by China. Secietiiy of State Wuren 
ChrutopbCT put the case best in his speech on May 17. 
He not^ the "importance of China to.Ojur future secu- 
rity and well-being.” And what, in addition to the lure 
of the market, is that imponance? The answer is that 
"China can tip the balance in Asia b et w een stability 
and conflict* In other words, we need a good rdotion- 
shlp with China because China is dangerous. Or os 
Eizenstat put it, "It is when China's policies ore the 
most difficult that engagement becomes the most 
ementioL” 

It's a nice racket the Chinese have going. By the 
current circular logic of Amencon policy, the more 
trouble the Chincae moke— ^tiuther in Utiwan, or on 
trad^ or in the South China Sea, or in weapons sales to 
rogue sutea— the harder the United States has to work 
to 'engage." There is no dispute on this point now 
betareen the leading figurca of both partita. Henry 
Kissinger, in an op^ piece a few weeks ago, declared 
that 'after Chincae leaders had been pilloried and 
threatened with sanctions for yean," what was needed 
now was "a serious strategic a^ political dialogue, • . . 
a sustained effort to define a common assessment of 
tiie future of AaiL* Cbritropher soon after announced 
his intention to 
'develop a more reg- 
ular dialogue 
between our two 
countries.” The idea 
is that regular con- 
sultations will "fecil- 
ittte a candid 
exchange of views, 
provide a more effec- 
tive means for man- 
aging specific prob- 
lems, and allow us to 
approach individual 
issues within the bxotder struegie fiamewoefc of our 
overall relationihip.* 

We may be forgiven for doubting whether such 
candid talks will make s big difference. After all, it's 
not as if efforts st assiduous jliptomacy haven’t been 
tried. After the massacre in Tiananmen Square in 
1989, President Bush and his secretary of state uw 
their main task as piotcctingrtbe important strategic 
relationship with China from American outrage at 
Beijing's massive abuse individual rights. Accord- 
ing to Baker, Ptesideni Bush's fim reaction upon beor- 
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ing of the assault at Tiananmen wu: "It's going to be 
difficult to manage this problem.” And indeed it was, 
as Baker*a memoin amply demonstrate. Baker 
employed precisely the negotiating style that the 
China experts insist is the only kind capable of pR>- 
dudng results— quiet negocutiotis, no public threats, 
none of the "spasmodic harassment” Kissinger finds 
BO dttrimeatal, and constant attention to the fiict that, 
•a Baker writes, ”&oe is unusually important co (the 
Chincaet so an interiocutor must negotiate a ddicate 
balance that nudges them toward a pref erred course 
without embarrassing them in the process.” Despite 
all this subtle diplomacy, the Chinese gave Bi^cr 
abst^utely nothing for his troubles. offidals, 

Baker recalls, "had no compunction about asking for 
American concessions while simultaneously i gnAwng 
my request for *visible and positive Chinese stqM' to 
m^ it easier to allay congiessionai and public anger 
with Beiiing.” Throughout the four yean of the Bush 
administration, Baker acknoidedgm, "the Chinese 
relationahip essentially treaded water.” 

Under present polidea, in the yean to come the 
United States will continue to tread water, or worse. 
The truth is, our posture today is, simply, plain old 
appeaacmenL One bit of proof is that we are not sup- 
ped even co use the wonl "oontatnmenc* to describe 
our policy toward China lest we suggest to the Chinese 
that in some way we may consider them adversaries. 
The United States "should not, and will not, adopt a 
policy of containment towards China,” declares 
Undersecretary Ihmoff Why not? Because "we would 
gain nothing and risk much if nun* were to become 
isolated and unstable.” In other words, even if it were 
necessary to contain China, it would be too dangerous 
to attempt the task. This is Kissinger's view, ti wdL 
Any attempt to pursue a policy of "containment* of 
China, Kiminger has aegu^ is "recktess” snd a "pipe 
dream.* 

Sudi a skitriib qiprosdi to another world power 
might be forgivable our own tudon were weak But 
the same people who Gear a poUqr of "concainment* 
often bosat that China needs dM United Stares more 
dian the United States needs China. In a trade war, for 
instance, Eitmstac argues that "China has a lot mme 
to lose than we do.” IjIm chat $34 billioo trade suT' 
plus, for instance. According to Baker, the Chinese 
"need our hdp co sustain cbeur economic growth.” 
And Baker, who got nowhere in four years of subde 
diplomacy with Beijing even bdievei that the Chinese 
understand tou^mess: "Stcength inevitably irritates 
the Chinese, but they undeniand h. And the 
of resolve in ****H"g with can lead to serious 
miscslculation on their ptrL” 


And yet "the absence of resolve” would seem to be 
the beat ebanneriation of the policy that the Bush 
adminisuadon and now the Qintoo administration 
have chosen to pursue toward China. When Baker 
oegodated with the Chinese during the Bush yeais, he 
always went out of his way to make dear that the Bush 
adfflinistndon was endxely "committed to maintain* 
ing the fdadoDship,” that it was always "seeking ways 
to recondle our cscrangemenL” Little wonder that, 
aoemding to Baker, the Chineae "atoned utterly obliv* 
ioualDourconcenis.” It ia axiomatic that if the United 
States entos all negooationa with China with the 
understanding ultimatdy American lead* 
era will not allow an esttingoncnt in the relationship, 
thm the Chinese will win in most the negotistiont. 

In every relationship between nations there is a 
hone and a rider, Bismarck once noted, and one 
should endeavor to be the rider. American policy 
toward today almost guarantees that we will be 
thebmse. 

How can the United Statea restore the resolve that 
James Baker believes is so esseniisl to effective deal* 
ingi with China? This week Congcctt is debating and 
voting on the renewal of moat*fiivored*natioD status 
for China. It will surely pass, snd perhaps it ought to. 
The fote of U.S.*Ghins leladons should not test on this 
rdslively narrow issue. The problem with our China 
policy goes deeper than simple trade rules. Dealing 
with an increaaingjy powerful and ambitious Chins 
over the coming yean will require a strong and deter- 
mined America willing eitber to engage or to contain 

Still, most-fiivored-nation status has become a 
symbd of Chinas whip hand over us. Our unwilling- 
ness to pay what is sdll a relatively small economic 
price in terms afloat trade opportunities; our fear that 
any crisis in US.*C3iincae rclaiioDs that might result 
firom denial rif most*fiivo^-naiion status is too dan* 
gcrous m risk; our coocatf that in any confrontation it 
is we, not they, who will be most likely to blink— these 
are all fixable cracks in armor the Chinese can 
exploit, have eqtloiwl, and, indeed, are exploiting. 

Thus one am only condude that before we can 
conduct B sttooenfiil strategy of oompdling China to 
by the rales of the inrernatioosl system,” in the 
worfo ^Bob Dole, we will have to bt^ our addic- 
don ID the China-market mytlL^And that cut only 
come about if poUcymaken, eooomnisis, snd business- 
men begin to look at the hard truth and st^i allowing 
tbdr drevas of a gold rush to ootwdgfa mote vital 
conc er n s no t only Americans strategic interests, but 
the bank libcnics ^ more than a bQiion peofde Uving 
benentb the yoke. ♦ 
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Mr. Solomon. Thank you. Mr. Chairman, the main thrust of my 
argument today is that the policy of engagement with Communist 
China is a failed policy on all fronts, security and foreign policy, 
human rights and trade. The behavior of the regime in Beijing is 
worse today than it was a year ago and it is worse year by year 
by year. It never gets better. The argument that trade and engage- 
ment would modify the behavior of the Chinese Communists has 
once again failed to hold any water, and you all know it in this 
body here today. The examples of abhorrent and dangerous behav- 
ior by the dictatorship are too numerous to even cover completely, 
so I will name just a few here this morning and yield to some of 
my colleagues to further elaborate on them. 

First, I am compelled to mention that as we speak, there is a vi- 
cious crackdown on dissent taking place in Tibet and we all ought 
to keep that in mind as we deliberate this issue and we ought to 
be ashamed of ourselves if we do not use everything in our power 
to do something about it. We must remember that we are talking 
about a Communist dictatorship that commits crimes against its 
own people every single day of the year. 

Mr. Chairman, the People’s Republic of China represents a grow- 
ing threat to the national security interests of this country and you 
had better pay attention to that. Backed by its rapidly growing 
military power that has more than doubled in the last several 
years, the PRC has begun to throw its weight around in East Asia, 
bullying our democratic friends in Taiwan, and that was a disgrace, 
and acting aggressively in the Spratly Islands, and it goes on and 
on. 

This should not have surprised anyone, Mr. Chairman. The 
People’s Republic of China has been increasing its military budget 
by double digits for years now and has been making a concerted 
effort to increase its power projection capabilities. That is a fact. 
Take the time to research it. 

We should be very concerned about recent purchases from Russia 
of SU-27 fighters. What do they need those for? And Kilo-class 
submarines — what do they need those for? And especially about the 
ongoing attempts to acquire SS-18 ICBMs from Russia. What do 
they need those for? Ladies and gentlemen, you had better think 
about it. What do we think that Communist China is going to do 
with these? 

The SS-18 issue is especially provocative in light of the recent 
veiled threats by a PRC official to bomb Los Angeles. Can you 
imagine a superpower even saying such a thing? Just look at the 
recent nuclear bomb test that was similar to the bombs exploded 
in World War 11. I think it was an 80-kiloton, which was equivalent 
to a 5.7 magnitude earthquake. That is pretty serious, ladies and 
gentlemen. 

Turning to proliferation matters, what can we say? Even I, some- 
one who actually expects Communist China to misbehave this way 
have been amazed at the number of cases of irresponsible prolifera- 
tion policy on the part of the PRC in just the past few months, and 
I hope you all are following this. Hardly a day goes by when we 
do not read about things like Chinese nuclear ring magnet ship- 
ments to Pakistan. Have you read about that? Chemical weapons 
technology transfers to Iran — have you read about that? Cruise 
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missile shipments to Iran — have you read about that? Uranium 
processing technology to Iran, plutonium processing technology to 
Pakistan, and the list goes on and on. 

Go upstairs in the Capitol to our intelligence briefings and just 
see what is going on, ladies and gentlemen, and I think every one 
of you would change your mind on this issue. These activities mate- 
rially contribute to the proliferation of weapons of mass destruc- 
tion, directly threaten U.S. troops in the Persian Gulf, violate arms 
accords the PRC has signed, and violate several provisions of U.S. 
law. How can we go along with countries that violate our own 
laws? Mr. Rangel, you spoke to it. 

That brings me to this administration’s policy toward Communist 
CWna, which, incidentally, is condoned by too many Republicans in 
this Congress, as well, and I will be critical of those Republicans. 
In addition to granting MFN, in addition to giving the PRC $800 
million of support through the Export- Import Bank in 1995, in ad- 
dition to not opposing the $4 billion in multilateral loans to China 
every single year to bring in slave-labor goods into this country 
that are produced by military-owned corporations, this administra- 
tion has flippantly, in my opinion, refused in every case to apply 
U.S. law to these outrageous and dangerous cases of proliferation 
in the People’s Republic of China. 

What we have here, Mr. Chairman, is appeasement, pure and 
simple. They may call it “engagement,” just as in the seventies 
they called it “detente,” but it is the same thing and we have the 
same results, a totalitarian power running amok while showing ab- 
solute contempt for U.S. policy. I, for one, am not willing to take 
that, and why should not they? 

In this atmosphere of appeasement, they know that they can get 
away with anything, from threatening our allies, which they have 
done, to spreading weapons of mass destruction, which they have 
done, to killing their own people, to destroying American jobs with 
mercantile trade practices. And it is the on the job issue that our 
China policy really hits home. I will let Ms. Pelosi and others speak 
to that more in detail. 

But once again, our trade deficit with China has skyrocketed. It 
is over $34 or $35 billion now. It will hit $40 billion before the year 
is out. What do you think that does to jobs in America? You had 
better think about it. Meanwhile, we continue to give China carte 
blanche in our markets with MFN. 

This has got to stop, Mr. Chairman and my colleagues, and 
words will not stop it. Rhetoric will not stop it. Sitting down and 
talking will not stop it. They need to be shown. We have the eco- 
nomic power to bring pressure to bear on these tyrants and we 
ought to use it — 250 million Americans with the strongest buying 
power in the world, that is what you use against them, and they 
will sit down and they will talk and they will come to their senses. 

Terminating MFN is the first and best place to start, ladies and 
gentlemen. When the vast American market for Communist 
Chinese goods is shut off, believe me, these greedy dictators will 
start to show a little more flexibility. I urge the Subcommittee to 
give every consideration to this year’s resolution of disapproval of 
MFN for China. 
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I would also like to lend my support to the legislation introduced 
by my friend, Mr. Cox, that is before your Subcommittee which 
would link MFN for China to Taiwan’s entry into the World Trade 
Organization. That is only fair. I commend Mr. Cox for his creative 
approach to the problem with China and I am going to use every 
power I have in the Rules Committee to try to get that legislation 
forwarded out of your Subcommittee and to us and onto the floor. 

I have introduced legislation which is currently before the Bank- 
ing Committee that would attempt to deny multilateral loans to 
Communist China until they clean up their act and become respon- 
sible, good citizens expected of a world power like them. 

The bottom line, Mr. Chairman, is the current situation begs for 
a China policy and I urge your firm support of this legislation to 
get it to the floor. I am sorry to have taken up so much time. 

Thank you vei^ much, Mr. Chairman. 

[The prepared statement follows:] 
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statement before the ways and means trade subcommittee 

ON CHINA MFN 
REP. OERALO B. SOLOMON 
JUNE II. 1996 


Mr. Chaimuui and memben of the committee. 


I have been coming before thia committee io many years now to talk about this issue it 
seems like deja vu. 

I think you all know my views on this issue, so I will be brief. 

Mr. Chdrman, the main thrust of my argument today it that the policy of engagement 
with Communist China haa failed. 

On all fronts security and foreign policy, human rights, and trade, the behavior of the 

regime in Beijing is worse today than it was a year ago. 

The argument diat trade and engagement will modify the behavior of the Chincae 
Communiala has, otree again, failed to hold any water. 

The examples of abhomni and dangerous behavior by this dictalonhip arc too numerous 
to cover completely, so I will name just a few. 

First, 1 must ittontlon (hat as we speak, there Is a vicious crackdown on dissent taking 
place in Tibet, and we alt oughl to keep this in mind as wc deliherate this issue. 

We mutt remember that we are talking about a Contmunist dlctatoiahip that commits 
erimea agohut its own people every day. 

Mr. Chairman, w« also must remember diat the People’s Republic of C hina represents a 
growing threat to the national security interests of this country. 

Backed by its rapidly growing military power, tbs PRC has heguo to throw its weight 
around in East Asia, bullying our democratic (Hends on Taiwan and acting aggnsslvely in the 
Spratly lalouda. 

Most of all we should be very concomed about recent attempts to acquire SS- 1 8 
Intercontinental Ballistic Missiles fkom Russia, which could directly threaten the Amorlcan 
people 

This it especially provocative in light of the recent veiled threats by a PRC official to 
bomb Los Angeles. 

Turning to ptolifcration mutters, well, what can we say? 

Hardly u day goes by wiicn we don’t read about things like Chinese nuclear ring magnet 

ahipmonta to Pakistan ohsmicol weapons technology transfers to Iran cnilsc missile 

shipments to Iran uranium proce-ssing technology to Iran plutonium processing 

technology to Pakistan and the list goes on and on. 

These activities materially contribute to the ptniifemtinn nf wenpons of mass destruction, 
directly threaten US troops in the Persian Gulf, violate aims accords the PRC has signed, and 
violate acvcral provisions of US law. 

Which brings me to our current policy toward Communist China. 

In addition to granting MFN in addition to giving the PRC $800 million of support 

through the Export-Import Dank in 1995 in addhinn to not opposing the $4 billion in 
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miihilRtenl loan* to China tvay year.. , the ndminiatration haa deoliueJ, in every caie, to apply 

US law to ibete outrageout and dangerous eases of proliferation by die PRC. 

This may be called engagemcni, just as in the 1970s it was called detente, but it is the 
same thing and we have the same results; 

a totalitarian power running amok while showing absolute contempt for US intetests. 

And why shouldn’t they? In this alniuspbere of engagement at all costs, they know they 
can get away with anything, from threatening our allies to spreading weapons of moss 
destruetion to killing their own people to destroying American jobs with mercantile trade 
practices. 

And it is on the jobs issue that our China policy really hits home. Once again, our b-ade 
deficit with China has surged, and now stands at $34 billion. 

Mr. Chairman, China docs not grant fair access to our goods, period. 

Mesnwhile, we continue to give China carte blanche in our market with Ml'N. 

This has got to stop, Mr. Chairman. We must stand up for the Anici lean worker and 
American interests, and words won't do it. 

We have the power, especially the economic power, to bring pressure to bear on tlicsc 
tyrants, and we ought to use it. 

Terminating MFN is the first and best place to start. 

When (he vast American market for Coiniiiuuial Chinese goods is shut off, believe me, 
these greedy dictators will start to show more flexibility. 

1 urge the committee to give its every consideration to this year's resolution of 
disapproval of MFN for China which *a I understand will b* offered by my lilcnd Mr. 
Rohtafaacher. 

1 would also like to leial iny auppon to the legislation introduced by Mr. Cox that is 
before your subcommittee which would link MFN for Chins to Taiwan’s entry intn the WTO 

I commend Mr. Cox for his creative aj^roach to the problem of China. 

I myself have introduced Icglslatian which is ourrvntly before tbc Banking committee that 
would attempt to deny multilateral loans to Communist China. 

The boaom line, Mr. Chairman, is that the current situation begs for a China policy, and I 
urge your fine suboommittee to give cateflil consideration in all of these proposals 

I thank the Choimuin and the subcommitlee for the lime. 
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Chairman Crane. Thank you for your testimony. 

Mr. Kolbe. 

STATEMENT OF HON. JIM KOLBE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARIZONA 

Mr. Kolbe. Thank you, Mr. Chairman. 

My remarks will be very short. This is kind of deja vu. We seem 
to have this same cast of characters every year before this 
Subcommittee. But it is important, and I do appreciate the oppor- 
tunity to testify. I also commend you, Mr. Chairman, and this 
Subcommittee for holding these hearings. It is important that we 
have these hearings on the issues related to United States-China 
trade. 

Our economic stake in maintaining trade relationships with 
China, is widely known. So, I am going to limit my very brief re- 
marks today to the effect which denying China’s most-favored- 
nation trade status would have on the issue which polarizes 
Congress every year at this time, and that is the issue of promoting 
human rights in China. 

I strongly support the President’s decision to renew most- 
favored-nation status for China, a decision which is also supported 
by our likely Republican nominee. Senator Dole. I do so because I 
firmly believe that the single most effective tool we as a nation pos- 
sess to advance the cause of human rights in China is our power 
to influence, and our power to influence changing political condi- 
tions in China, is tied very directly to our continued economic 
engagement with them. 

I disagree with my colleague, the very distinguished Chairman 
of the Rules Committee, Mr. Solomon, when he says that nothing 
has gotten better. Can anyone deny that conditions are certainly 
better than they were during the bizarre years of the cultural revo- 
lution of the sixties and seventies, when thousands of people were 
executed? It is a much more open society today in China than that. 

It is because our ability to influence conditions in China is tied 
to our economic engagement that renewal of unconditional MFN is 
so critical. We cannot retreat. We cannot hide from the challenges 
that face the United States-China relationship, some of which have 
been outlined by my colleague here this morning. 

We have to use our economic influence to promote meaningful 
change within China, Every day and in every way that we engage 
China in trade, we are transforming Chinese society from within. 
History has demonstrated this time and again, whether it has been 
in Korea, whether it has been in Taiwan, whether it has been in 
Chile, that economic growth and prosperity does lead to political 
freedom. History also teaches us that isolationism and economic 
stagnation lead to repression, and North Korea, is a case in point 
there. 

If we revoke or limit our trade with China, we are going to be 
diminishing our ability to promote change in that country. U.S. eco- 
nomic sanctions would harm the emerging Chinese private sector 
and the dynamic market-oriented provinces in Southern China, 
which are remarkably different from the rest of China and which 
are the most heavily dependent on trade. This would v/eaken the 
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very forces in Chinese society that are pressing the hardest for real 
change in that country. 

Perhaps most important, we ought not to forget the impact de- 
nial of MFN would have on the fledgling democracies of Taiwan 
and Hong Kong, the latter of which next year will be coming under 
the Chinese flag. For them, and they have been very clear on this, 
loss of MFN for mainland China would be catastrophic and lead to 
economic chaos at a critical juncture in their political history. 

The United States must remain engaged in China, Mr. Chair- 
man. We must continue our daily struggle to promote freedom, in- 
dividual liberty, and the institutions of democracy in that country. 
Only through engagement are we going to have influence, and only 
through influence are we going to promote change. 

So, I strongly urge this Subcommittee to keep us engaged by rec- 
ommending renewing unconditional MFN for China, and I thank 
you, Mr. Chairman, for the opportunity to testify. 

[The prepared statement follows:] 

Thank you very much for the opportunity to testify today. I commend this 
Subcommittee for holding hearings on the important issues related to United States- 
China Trade. Our economic stake in maintaining trade relationships with China is 
well known. Therefore, I will limit my testimony today to the effect which denying 
China’s Most-Favored-Nation trade status would have on the very issue which po- 
larizes Congress every year at this time — -the promotion of human rights in China. 

I strongly support the President’s decision to renew Most-Favored-Nation status 
for China. I do so because I firmly believe that the single most effective tool we as 
a nation possess to advance the cause of human rights in China is our power to in- 
fluence. Just as important, our influence on changing political conditions in China 
is tied directly to our continued economic engagement with them. Can anyone deny 
conditions are better than during the bizarre years of the cultural revolution of the 
1900s and early 1970s, 

That is why the unconditional renewal of MFN is so critical. We cannot retreat 
and hide from the challenges facing U.S-China relations. We must use our economic 
influence to promote meaningful change within China. Every day and in every way 
that we engage the Chinese in trade, we are transforming Chinese society from 
within. History has demonstrated this time and time again — whether in Korea, in 
Taiwan, or in Chile — that economic growth and prosperity leads to political freedom. 
History also teaches us that isolationism and economic stagnation lead to repres- 
sion. North Korea is a case in point. 

If we revoke or limit our trade with China we will be diminishing our ability to 
promote change. U.S. economic sanctions would harm the emerging Chinese private 
sector and the dynamic market-oriented provinces in Southern China, which depend 
on trade. This would weaken the very forces in Chinese society pressing hardest for 
economic trade. Perhaps most important, we should not forget the impact denial of 
MFN would have on the fledgling democracies of Taiwan and Hong Kong. For them, 
loss of MFN for mainland China would be catastrophic, leading to economic chaos 
at a ciitical juncture in their political history. 

The United States must remain engaged in China. We must continue our daily 
struggle to promote freedom, individual liberties, and the institutions of democracy 
in China. Only through engagement can we have influence, and only through influ- 
ence can we promote change. I strongly urge this Subcommittee to keep us engaged 
by recommending renewing unconditional MFN for China. 

Thank you again for the opportunity to testify today. 

Chairman Crane. Thank you, Mr. Kolbe. 

Ms. Pelosi. 

STATEMENT OF HON. NANCY PELOSI, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 

Ms. Pelosi. Thank you very much, Mr. Chairman. Mr. Rangel, 
happy birthday. Members of the Subcommittee, thank you for the 
opportunity to be here today. 
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We can all agree that the United States-China relationship is an 
important one and that we look forward to a brilliant relationship 
with the Chinese people economically, diplomatically, politically, 
and culturally. At the same time, I believe that in our international 
relationships we must strive to make the world safer, people freer, 
and trade fairer. On none of those scores does our United States- 
China policy measure up. 

I know that many Members of the Subcommittee believe that 
trade should not be linked to violations of human rights and pro- 
liferation. I disagree. However, I am going to focus my remarks 
today strictly on the economics of our United States-China trade 
policy and relationship. 

If we consider the United States-China relationship solely on eco- 
nomic grounds, China should not receive unconditional MFN for 
three reasons: Lack of market access to U.S. products, violation of 
intellectual property rights, and the transfer of technology and pro- 
duction to China. 

While I intend to discuss trade, I do want to mention the name 
of Bao Tong, a courageous dissident in China who was released 
from prison after serving his 7-year sentence on May 27, but is now 
under house arrest. I wish to associate myself and those of my col- 
leagues who work in the daily struggle for human rights in China 
with his challenge to the President of China and the Politburo. Mr. 
Bao charges them with taking the law into their own hands, by 
preventing a prominent voice of party reform and democracy from 
emerging lawfully. Even the State Department’s Country Report 
for 1995 says that economic reform has not led to political reform 
in China. 

But back to the trade issues, lack of market access, violation of 
intellectual property rights, and technology transfer. The Chinese 
government allows only a handful of industries and their products 
into China, primarily telecommunications, fertilizer, aerospace, 
grain, and some technology. Most goods and services made in 
America or developed in J^erica are not allowed there. The em- 
phasis of supporters of unconditional most-favored-nation status to 
China is always on U.S. exports to China. 

I would like to call to the attention of the Subcommittee the 
growth of the exports and imports in the past 10 years. It has tri- 
pled. At the same time the imports from China have increased 11 
times, leading to a $35 billion trade deficit. The trade deficit is ex- 
pected to exceed $40 billion in 1996. This is, in one way, attributed 
to lack of market access for U.S. products. 

Another alarming aspect of this trade is the 4-to-l ratio of what 
we buy from China to what they buy from us. The Chinese ship 
one-third of their products as exports to the United States. We ex- 
port 2 percent of our products into China. Because of lack of 
market access, we cannot export more. 

Many people who promote MFN for China unconditionally point 
to the number of U.S. jobs tied to United States-China trade. I 
have another chart which I want to call to Members’ attention that 
is with my statement. We have a $57 billion trade relationship 
with China. If you take a comparably sized trade relationship and 
look at the number of jobs generated, you will see that we have a 
real problem here. 
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According to President Clinton’s statement accompanying his re- 
quest to renew MFN, exports to China support 170,000 American 
jobs. It is, therefore, interesting to note the following. United 
States trade with the United' Kingdom is $55.7 billion and it sup- 
ports 432,000 American jobs, two-and-a-half times more than Unit- 
ed States-China trade. United States-West German trade totaled 
$59 billion in 1995 and supported 336,000 U.S. jobs. United States- 
South Korean trade totaled $49 billion in 1995, almost $10 billion 
less than the United States-China trade, and supported 381,000 
American jobs, over twice as many as the United States-China 
trade. I hope you will study these numbers and take pause as you 
see what our lack of market access is doing to this trade relation- 
ship. 

As you have heard the $2.3 billion in losses due to the violation 
of our intellectual property rights does harm to the American econ- 
omy. That $2.3 billion is not even included in the trade deficit that 
I mentioned. This Subcommittee is well aware of the movies, 
music, and software theft that China is engaged in, so I will not 
go into detail on that except to say that I am pleased that Mr. 
Rangel is a cosponsor of my bill, which states that the Chinese 
must live up to the agreement, not just agree, but must live up to 
the intellectual property rights agreement, or the President must 
issue sanctions. So, the President must issue sanctions under that 
bill unless China lives up to the agreement. No more agreements. 
The must live up to already existing agreements. 

We are told regularly by economists and labor force specialists 
that the future of our economy is our intellectual property, the ge- 
nius that rises from the great American freedom of expression and 
freedom of thought. In that real way, with their continuing pat- 
terns and practice of theft of our intellectual property, the Chinese 
are stealing our economic future. 

Last, Mr. Chairman, in my statement, I go into some of the prob- 
lems about intellectual property theft, the most significant of which 
is that it is largely for export. The United States is competing with 
its own intellectual property pirated by the Chinese for export from 
China to the rest of the world. 

I support the administration’s decision to publish a preliminary 
sanctions list and commend U.S. Trade Representative Charlene 
Barshefsky and Deputy Trade Representative Lee Sands for their 
unrelenting efforts to protect U.S. intellectual property rights. 

My last point is on technology transfer. We must be concerned 
about the harm to our economy of the technology transfer and pro- 
duction which is accompanying U.S. sales to China. The Chinese 
government demands that American companies wishing to obtain 
access to the Chinese market, because most products made in the 
United States do not have access, must not only build factories 
there but also transfer state-of-the-art technology in order to do so. 
The government then misappropriates that technology to build 
China’s own industries. The companies have little choice, in light 
of the high tariffs for U.S. products to reach the Chinese market- 
place. 
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A recent Washington Post article entitled “A China Trade 
Question: Is It Ready for Rules?” states that, ‘As vital as the 
Chinese market is, the appropriation of foreign technology by the 
Chinese poses a serious problem for the industrialized world, much 
more serious than CD pirating^, said Kenneth DeWoskin, a profes- 
sor at the University of MicMgan. “Think of telecommunications, 
automotive, and electronics, as very high technological chemicals. 
There is enormous value in that technology. You are talking about 
billions of dollars. When you provide technology to your Chinese 
venture, it has to be certified by the Engineering and Design Insti- 
tutes, whose job it is to disseminate technology to domestic Chinese 
ventures.’ 

The Chinese Government is building its own industries to the 
detriment of the long-term vitality of our industries, and we are 
not only letting them do so, we are encouraging this practice. 

I call to the attention of the Subcommittee this report, “Jobs on 
the Wing,” by the Economic Policy Institute. It reports about the 
fact that the Chinese aerospace industry already employs 500,000 
workers manufacturing planes in China and pays them an average 
of $50 a month. In one example, China is working closely with 
McDonnell-Douglas, assembling Western-designed commercial MD- 
82-Ss, a co-production deal. It is expected to dramatically increase 
Chinese content, reportedly up to 85 percent by the end of the year. 
I also call to your attention, once again, the fact that the 737 rear 
fuselage and tail sections which American workers produced for 
Boeing are now being produced in Xian, China, by workers who 
earn $50 a month. 

The Chinese Government’s industrial policy of targeting certain 
U.S. industries is by no means limited to aerospace, and I go into 
more detail in my statement. In the interest of time, I will sldp 
over that right now, but it relates to General Motors and other 
automobile manufacturers opening plants there to make parts, 
directly stealing high-paying jobs from American workers. 

Technology and production transfer can only result in a loss of 
an increasing number of American jobs as we lose our job-intensive 
industries to a cheaper, more manipulable work force. 

Finally, since this hearing is about MFN, I will say that the an- 
nual review for MFN for China can give Congress and the adminis- 
tration increased leverage with the Chinese Government. I believe 
it is important to review the state of the United States-China rela- 
tionship on an annual basis. During the debate, we gauge most 
whether U.S. policy is making trade fairer, people freer, and the 
world safer. It is a useful legislative vehicle to see if we are making 
progress in these areas. One-third of China’s exports come to our 
country. Only 2 percent of our exports are allowed in their country. 
China will not walk away from the U.S. market access they 
desperately need. 
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Until the Chinese government plays by the rules, we should not 
grant China unconditional most-favored-nation status. I will repeat 
one more time that the current policy, which tolerates lack of mar- 
ket access, piracy of our intellectual property, and the transfer of 
our technology to China does damage to our economy, undermines 
our commitment to promoting democratic freedoms, and threatens 
our National security. It does harm to the American worker, and 
on that basis alone, China should not receive most-favored-nation 
status. 

Thank you very much, Mr. Chairman. 

[The prepared statement and attachments follow:] 
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Representative Nancy Pelosi 

Subcommittee on Trade 
Hearing on MFN for China 

June 11, 1996 

Chairmein Crane and Members of the Subcommittee on Trade, thank 
you for the opportunity to appear before you today. 

We can all agree right from the start that the U.S. -China 
relationship is an important one and that we look forward to a 
brilliant future with the people of China, politically, 
economically, diplomatically and culturally. At the same time, I 
believe that in our international relationships, we must strive to 
make the world safer, people freer, and trade fairer. 

As you know, there are serious concerns in Congress about a 
number of aspects of the U.S. -China relationship. These concerns 
fall into the broad categories of trade, proliferation, and human 
rights. I know that many of the members of this Committee believe 
that trade should not be linked to violations of human rights and 
proliferation. I disagree. However, even if we consider the U.S.- 
China relationship solely on economic grounds, China should not 
receive unconditional MFN. 

I will focus my remarks on some Congressional concerns about 
the economics of the U.S. -China relationship. The picture, I am 
afraid, is not a good one. particularly in light of the lack of 
access to the Chinese market for the vast majority of U.S. goods 
and services. In my statement I will discuss the trade deficit, 
intellectual property rights violations, technology and production 
transfer, and MFN. 

While I intend to discuss trade, I would first like to bring 
to your attention a situation of immediate and pressing concern in 
China today. This should be of particular interest to those who 
support unconditional MFN and “commercial engagement’ arguing that 
their way spurs political reform and helps political reformers. 

One of China's most important reformers is Bao Tong, a former 
advisor to Zhao Ziyang, the Communist Party chief sacked on the eve 
of the June 1989 crackdown. At that time. Bao was charged with 
leaking "state secrets" and iit^rlsoned for seven years. He served 
his entire prison term and was released on May 27, but is now under 
house arrest under close guard at a guest house near Beijing. 

It appears that the Chinese authorities are refusing to allow 
Bao Tong to return to his home and, according to this morning's New 
York Times , are preparing instead to keep Bao Tong and his family 
under permanent house arrest, in internal exile, without access to 
the telephone, to doctors or to lawyers. The Chinese police have 
reportedly told Mr. Bao they want him and his family members to 
agree to relocate to an unspecified new home to live in what Mr. 

Bao called a “cage" of police supervision and indefinite house 
arrest. This information is based on a letter by Bao Tong smuggled 
out of China. 

The Administration and the business community should exercise 
their commitment to supporting reform in China by speaking out now 
on behalf of Bao Tong. 

Now, I would like to present some basic facts on the U.S.- 
China trade relationship in three areas: lack of market access, 
intellectual property rights and technology transfer. 

Lack of market access ; 

The Chinese government only allows into China a limited list 
of U.S. products -- primarily telecommunications, fertilizer, 
aerospace, some engineering, euid grain — and bars market access 
for most other U.S. goods and services. The emphasis of supporters 
of unconditional Most Favored Nation (MFN) status for China is not 
unexpectedly on U.S. exports to China. To understand the U.S.- 
China economic relationship, however, we must look at how trade has 
grown in both imports and exports. 

While overall, U.S. exports to China have tripled in the last 
ten years, U.S. imports from China have grown eleven times , 
resulting in a trade deficit with China that has grown from SIO 
million in 1985 to $34 billion in 1995. In 1985 China was our 70th 
largest deficit trading partner; it is now our second largest 
deficit trading partner, second only to Japan. At the current 
rate, the U.S. trade deficit with China will likely surpass $41 
billion in 1996 and will, within a matter of a few years, surpass 
our trade deficit with Japan. 

Another alarming feature of this trade pattern is the four-to- 
one ratio of what we buy from China as to what they buy from us. 
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The U.S. is China's largest e^qport market, with over one-third of 
their exports coining to our country. Less than 2% of U.S. exports 
go to China. At the same time, U.S. exports to other East Asian 
markets surpass our exports to China. In 1995, for example, U.S. 
exports to Taiwan, with 21 million people were $19 billion 
(supporting 288,000 U.S. jobs) and to China, with 1.2 billion, were 
under $12 billion. 

One of the oft-cited statistics of those who favor 
unconditional renewal is the size of the overall U.S. -China trade 
relationship, which reached $57 billion in 1995. If we look at 
other trade relationships of comparable size, we will see that far 
more jobs here in the United States result from exports to other 
countries than from exports to China. These job statistics are 
based on the standard formula that every $1 billion in U.S. exports 
supports about 15,000 jobs. 

According to President Clinton's statement accompanying his 
request to renew MFN, “U.S. exports to China support 170,000 
American jobs. . . “ It is therefore interesting to note the 
following : 

* United States-United Kingdom trade totalled $55.7 billion 
in 1995 and supported 432,000 American jobs, two and one- 
half times more jobs than U.S. -China trade. 

* U.S. -West German trade totalled $59 billion in 1995 and 
supported 336,00 American jobs. 

* U.S. -South Korean trade totalled $49-5 billion in 1995 
and supported 381,000 American jobs, over twice as many 
as U.S. -China trade. 

The numbers of jobs supported by U.S. -China trade are 
important, yet they must be seen in the larger context of jobs lost 
through lack of market access, violations of intellectual property 
rights and technology and production transfer. 

Intellectual Property: 

We should all be concerned about the harm to our economy of 
the ongoing practice by the Chinese of violating our intellectual 
property rights, which is estimated to have cost the U.S. economy 
over $2.3 billion in 1995. The trade deficit and jobs numbers do 
not include the impact on the U.S. economy of Chinese piracy of 
U.S. software, CD's, videos, pharmaceuticals, books, movies and 
music . 

We are told regularly by economists and labor force 
specialists chat the future of our economy is our intellectual 
property -- the genius that arises from our great democratic 
tradition of freedom of expression and freedom of thought. In that 
very real way, with their continuing patterns and practices of 
theft of our intellectual property, the Chinese are stealing our 
economic future. 

In China, it is possible to buy $12,000 of pirated U.S. 
software on a CD-ROM for $10. Pirated versions of Windows' 95 were 
availcdDle in China as the real thing was released in the U.S. Most 
of the production of stolen intellectual property in China is not 
for Chinese domestic consumption. Our IP is being stolen and 
produced mostly for export. China's domestic consumption capacity 
of CD's is only 7 million annually -- and its CD production 
capacity is currently 150 million units per year. 

The piracy does not stop at software. There are reports of 
pirated raw materials -- like integrated circuits from China -- 
showing up in Paraguay for distribution throughout the Americas. 
China's piracy of our intellectual property, while barring access 
for U.S. products to China's market, robs American workers of jobs 
and undermines our global competitiveness. 

I support the Administration's decision to publish a 
preliminary sanction list and commend U.S. Trade Representative 
Charlene Barshefsky and Deputy U.S. Trade Representative Lee Sands 
for their unrelenting efforts to protect U.S. intellectual property 
rights . 

Technology transfer; 

We must also be concerned about the harm to our economy of the 
technology transfer and production transfer which is accompanying 
U.S. investment in China and U.S. sales to China. 

The Chinese government demands that companies wishing to 
obtain access to the Chinese market not only build factories there, 
but also transfer state-of-the-art technology in order to do so. 

The government then misappropriates that technology to build 
China's own industries. The coii^>anies have little choice, in light 
of the high tariffs for their products to reach the Chinese 
marketplace . 
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A recent Washington Post article, *A China Trade Question: Is 
It Ready for Rules?" (May 19, 1996), states that 

as vital as the Chinese market is, the appropriation of 
foreign technology by the Chinese poses a serious problem for 
the industrialized itforld — "much more serious than CD 
pirating, " said Kenneth DeWoskin, a professor at the 
University of Michigan and adviser with Coopers & Lybrand's 
China consulting business. "Think of telecommunications, 
automotive, electronics, very high technology chemicals -- 
there's enormous value in that technology. You're talking 
hundreds of billions of dollars." 

DeWoskin continued, 

"When you provide technology to your Chinese venture, it has 
to be certified by one of these research and design 
institutes," he said, "But unfortunately, those are the same 
institutes whose job it is to disseminate technology to 
domestic ventures." 

The Chinese government is building its own industries to the 
detriment of the long-term vitality of our industries and we are 
not only letting them do this, we are encouraging them in this 
practice. 

The aerospace industry is an excellent exaonple of the pattern 
of technology and production transfer. According to a 1995 study 
by the Economic Policy Institute, Jobs on the Wing , the Chinese 
aerospace industry already en^loys 500,000 workers manufacturing 
planes in China -- and pays them an average of $50 a month. One 
example: China is working closely with McDonnell Douglas 

assembling Western-designed commercial aircraft, MD-82s, in a 
coproduction deal. The coproduction of MD-90 "Trunkliners, " is 
expected to have dramatically increased Chinese content, reportedly 
up to 85% by the end of the production run. Several years ago, 
Boeing shut down a plant in Wichita, Kansas -- the 737 rear 
fuselage smd tail sections which American workers produced are now 
being produced by workers in Xian, China, who earn $50 a month. 

The Chinese government's industrial policy of targeting 
certain U.S. industries is by no means limited to aerospace. 

General Motors, for example, has plans to build parts plants in 
China -- plants which it is believed will produce auto parts for 
export and will displace American autoworkers. 

I understand the position of any given business on the U.S.- 
China relationship. Each business is, after all, concerned for its 
own bottom line. But we here in Congress are supposed to have a 
broader view -- someone is supposed to keep their eye on the public 
interest, on the bigger picture — and the bigger pictixre here is 
neither a pretty nor an encouraging one. 

Technology and production transfer can only result in the loss 
of an increasing number of American jobs as we lose our job- 
intensive industries to a cheaper and more manipulable labor force. 
The belief that we have only lost and are only losing our low-wage, 
low-skilled jobs to China is a con^letely fallacious one. The 
Chinese government is carefully and calculatedly building its own 
economic future by acquiring overtly and covertly, legitimately and 
illegally, our technology, our production, and our genius, the very 
blueprints of our economy. 

Finally, since this hearing is about Most Favored Nation 
status for China, I will say that the annual review of MFN for 
China can give the Congress euid the Administration increased 
leverage with the Chinese government. I believe it is em important 
opportunity to review the state of the U.S. -China relationship. 
During the debate, we must gauge whether U.S. policy is making 
trade fairer, people freer, and the world safer. We must 

retain the legislative vehicle of MFN as a tool to make significant 
progress in these areas. One-third of China's exports come to our 
country, and the Chinese government will not walk away from the 
U.S. market access which they so desperately need. The current 
policy of unconditional renewal does damage to our economy, 
undermines our commitment to promoting democratic freedoms, and 
threatens our national security. 

Until the Chinese government plays by the rules, we should not 
grant China unconditional Most Favored Nation status. 
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U.S. Merchandise Me with China: 
1985-1995 


($Mlons) 


Year 

U.S. Trade Balance 

U.S. Exports 

11.S. Imports 

1985 

.tj## 

1987 

|.l|88^ 

1989 

1991 

kikfl5ai»^r . ‘ '--- ; 

I 


- 12,698 

6,278 

18,976 



mw- ? , 

f ¥- ■< ■ -'SiSl 

1993 

- 22,768 

8,767 

31,535 





1995 

- 33,807 

11,748 

s« 

45,555 

rce: U£. Department of Commerce 
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U.S.-China Trade: 

The Status Quo 

1995 Trade deficit: $34 BilllOU 

Tariffs: 

Avg. U,S. MFN tariff on Chinese goods: 2 % 
Avg. Chinese MFN tariff on U.S. goods: 35% 


Exports: 

% of U.S. Exports allowed into China: 2% 

% of Chinese Exports to the U.S.: 33% 

Jobs: 


Chinese jobs supported by U.S. trade: 
U.S. Jobs supported by Chinese trade: 


10,000,000 

170,000 


Trade Growth: 

Exports to China have grown: 3 Times 

Imports from China have grown: 11 Times 


Representative Nancy Pelosi 
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Chairman Crane. Thank you, Ms. Pelosi. 

Mr. Shaw. 

Mr. Shaw. Thank you, Mr. Chairman. 

I am a little concerned that coming into this debate is the imbal- 
ance of trade. If that were a consideration in our vote here today, 
then we should be talking to Korea and we should be talking to 
Japan. We should be talking to many of our trade partners. 

I do not think that is a consideration, and I think that to try to 
inflame the Congress because of the imbalance of trade is really 
going in the wrong direction and is bringing something before this 
Subcommittee that is totally irrelevant to the debate that we are 
having here. 

Ms. Pelosi. May I respond? 

Mr. Shaw. Also, in thinking about what has happened in China 
over the last 15 to 20 years, the freedoms and the progress that 
China has made can be attributed to the many business people 
throughout the world who have invested in China, and we find that 
coming from a totally structured economy, we see it opening up to 
parcels of capitalism. 

The capitalism that has taken place in that country, and we have 
seen it in Shanghai and particularly down in the south end of 
China, has brought about the freedom of the Chinese to be able to 
move. They no longer are completely dependent upon the state for 
jobs and, therefore, kept within their own community. So they are 
enjoying freedom, greater freedom of motion. There are things that 
are happening for them. 

We can sit here all day and agree that there are abuses of 
human rights in China. There is no question about it, and I am in 
total agreement with that. But do we really, as the economic power 
of the world, want to shut off a country that is composed of such 
a high population, and is composed of such a growing economy? Do 
we want to penalize ourselves and the workers in this country by 
doing this? Do we want to further punish the Chinese by cutting 
off any hope they have for freedom? 

The generator of what progress they have made is not attributed 
to their leaders, it is attributed to trade. Trade is what is making 
the difference, and we may not be satisfied with the progress that 
we have made, but do we really want to step back in time? Do we 
really want to cut off China’s most-favored-nation status in a year 
when we are seeing Hong Kong coming into this mix? Do you see 
our cutting off Hong Kong, as well? 

This is where I would like to focus my attention to Mr. Solomon 
and Ms. Pelosi. Do you feel that Hong Kong would be an exception 
or do you feel that Hong Kong also would be cutoff? Mr. Solomon? 

Mr. Solomon. Let me respond first, Mr. Shaw, by saying I was 
a little surprised to hear you say that trade is not the issue that 
is before us on this bill. 

Mr. Shaw. I said the balance of trade is not. 

Mr. Solomon. Let me just say, I have spent the last several 
months defending your Subcommittee against those other standing 
Committees that would like to usurp your authority on the trade 
issues, the Foreign Affairs Committee, the National Security 
Committee 
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Mr. Shaw. I do not think that is an issue, either, Mr. Solomon, 
but for that we are very grateful. 

Mr. Solomon. So, we want to continue to defend your rights on 
the issue of trade. 

Mr. Shaw. Thank you. 

Mr. Solomon. However, let me just say something to you. There 
is nothing like the buying power of the American people. We do 
have the highest standard of living in the world, and we ought to 
be using it. 

American foreign policy, whether there is a Republican or a 
Democrat in the White House, has always been to defend and en- 
courage democracies around the world but never to insert ourselves 
militarily. But, we can use our buying power in this world to cor- 
rect this problem. 

I can tell you right now that we are being discriminated against. 
The General Electric Co. is being discriminated against in selling 
their steam turbines to China and other countries. We need to sit 
down. We need to use that bu 3 nng power. Your Subcommittee can 
do it. 

We would not be cutting off MEN for China indefinitely. You can 
do it for 30 or 60 days, or for 3 months. If you did it for 1 day, 
you would see them come rushing to the table and we would re- 
solve a many of these problems and it would result in Chinese peo- 
ple being treated like decent human beings in the future, and that 
is what this is all about. 

Mr. Shaw. Ms. Pelosi. 

Ms. Pelosi. If I may respond, Mr. Shaw, you asked some 
very 

Mr. Shaw. If you could comment on what to do about Hong 
Kong, I would appreciate it. 

Ms. Pelosi. Yes, I will be pleased to do that, but first, I want 
to address your statement about the deficit. You said you did not 
think it was appropriate for us to bring up the trade deficit as an 
issue. I disagree, respectfully, and want to call to your attention 
the growth of the trade deficit. Actually, we have been having this 
debate for 7 years but this chart shows it for the last 10 years. 

Mr. Shaw. I understand that, but is it part of the Jackson- 
Vanik? Is it involved in that? Is that supposed to be involved? Look 
at the statute. Does the statute say anything about the balance of 
trade? I think not. I think it talks about human rights. 

Ms. Pelosi. When we talk about human rights, you say they 
should not be linked. But I want to emphasize the trade deficit, be- 
cause the fact that we lack market access into China is a very sig- 
nificant reason why the deficit has grown. While our exports to 
China have grown over the last 10 years 3 times, the imports from 
China to the United States have grown 11 times. 

Accompanying the lack of market access and the high tariffs of 
our products, if they were allowed into China, is the transfer of 
technology, people who want to build factories there must transfer 
their teclmology. The technology is then misappropriated into other 
Chinese industries. 

This Subcommittee has a responsibility to the American economy 
and to the American work force. We cannot hide behind chapter 
and verse of a bill to say that we will not consider what is hapj^n- 
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ing in this trade relationship when Members of this Subcommittee 
and those who advocate not using MFN as a tool always point to 
the number of U.S. jobs that are tied to United States-China trade, 
indeed, they are doing so even here this morning. 

You mentioned South Korea, I have a chart that I handed out 
with my statement which points to the fact that our trade relation- 
ship with South Korea is almost $50 billion. China’s is $57 billion. 
The number of jobs that spring from the United States-China rela- 
tionship are 175,500 jobs 

Mr. Shaw. Reclaiming my time, which has expired, long 
expired 

Ms. Pelosi [continuing]. While the number of jobs that spring 
from South Korea are 381,000. We are, indeed, just about in 
balance with South Korea. 

Mr. Shaw. Ms. Pelosi, I have asked a question which has not 
been answered and my time has expired. 

Mr. Solomon. Mr. Shaw, could I respond in one sentence? 

Mr. Shaw. In closing, I would like the record to be very clear 
that the legislation about which this hearing is being held talks 
about human rights as reflected in the immigration policy of China 
and it does not speak to these other things that maybe we should 
have hearings on on a global basis, but it is not a subject of this 
hearing. Thank you. ‘ 

Chairman Crane. Mr. Houghton. 

Mr. Solomon. Mr. Shaw, would you yield just for a one-sentence 
answer to your question? You had proposed the question to me. I 
guess I did not specifically answer it, but we all know that Hong 
Kong does not become a part of China until next year. It is irrele- 
vant to the cutoff of MFN this year. 

Ms. Pelosi. Further to Mr. Shaw, I think that MFN is not going 
to be cutoff. You know there is no chance of overriding a 
Presidential veto. But everyone who tells you that, because of 
Taiwan and Hong Kong, we should not revoke MFN, many of those 
same people say to us, keep up the debate. They know MFN is not 
going to be revoked. 

Chairman Crane. Mr. Houghton. 

Mr. Houghton. Thank you, Mr. Chairman. 

China is a better friend than it is an enemy. Therefore, how can 
we maintain our friendship and develop it over the years without 
using a sledgehammer? Obviously, we are not going to disavow 
Japan and take away their most-favored-nation status, and if I un- 
derstand it correctly, in 1974 with the Jackson-Vanik amendment, 
they took the nonmarket economies and lumped them together. 

But vety similar conditions, irrespective of the technical reasons 
there, exist with J^an and China. We have a trade deficit, I would 
imagine, between $40 and $60 billion year after year after year 
with Japan, but we are not thinking of extracting ourselves from 
that particular relationship. So, there must be other ways of get- 
ting at this rather than falling back on the most-favored-nation 
situation. 

Also, there was a man called Pei, Professor Minxin Pei of Prince- 
ton University, who indicated that — and he was a member of the 
group that was there in Tiananmen Square. He said the institu- 
tional foundations of a genuine democracy are slowly taking shape. 
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so the question is, how do we help them foster it, without being 
rather abrupt and unnecessarily decisive as far as the most- 
favored-nation issue? 

Ms. Pelosi. Is it to me? I thank the gentleman for his very 
comprehensive question. 

First of all, getting to your first point about China being a better 
friend than an — did you use the word adversary or enemy? I start- 
ed my remarks by saying that we look forward to a brilliant future 
with the Chinese people in every way and that it is an important 
relationship. Let me also say that without putting a scale out there 
to say whether it is better or worse, China is engaged in activities 
in violation of many of our agreements, whether they relate to the 
proliferation of weapons of mass destruction, the transfer of nu- 
clear technology to unsafeguarded states, or the transfer of cruise 
missiles and other missile technology to unsafeguarded states, 
making the world a less safe place. 

At the same time the United States has an embargo on Iran and 
it wants to have a secondary boycott on countries doing business 
with Iran, we turn our head away from the transfer of cruise mis- 
siles by China — and this is undisputed, this is not even in doubt — 
to Iran, as well as to other dangerous technologies. 

In terms of human rights and Jackson-Vanik, and this addresses 
something Mr. Kolbe said about the Cultural Revolution, what we 
should be comparing China’s human rights situation to is not the 
cultural revolution — we were not engaged then — but to the last 10 
years, when we have had this policy of engagement. In that period 
of time, even by the State Department’s own Country Report, 
economic reform has not led to political reform. 

So, while I know that this Congress is not going to cut off most- 
favored-nation status to China, I believe that it would be in the 
best interest of those who criticize the annual debate to come up 
with some alternative. I think the burden is with those who say, 
let us not use this for leverage. 

I believe that if the Chinese ever thought for 1 minute that their 
access to the U.S. market for one-third of their exports was in jeop- 
ardy, it would have a positive impact on the rights of freedom and 
the rule of law in China. Right now, the rule of law in China does 
not exist, and that is not helpful to U.S. companies trying to do 
business there. The chickens will come home to roost, and unfortu- 
nately, the American workers are the ones who are going to have 
to pay the price. 

Mr. Houghton. If I could just interrupt a minute, Ms. Pelosi, I 
guess there are three basic issues here. One is trade, the other is 
weapons, and the third is human rights. It seems to me that they 
are all important, they affect all of us in our daily lives, and they 
should be looked at, but rather than throwing the whole cloak of 
most-favored-nation over it, can we not deal with those as we do 
with other countries, on an individual basis? 

Ms. Pelosi. Mr. Houghton, each year, since the Tiananmen 
Square massacre, many of us have proposed alternatives to revoca- 
tion of MFN. Mr. Solomon has been the leader in the revocation 
fight, but many of us have proposed conditional renewal with very 
generous opportunities for China to make overall significant 
progress. We proposed targeted revocation on products made by the 
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People’s Liberation Army because of the smuggling, and at that 
time legal but inappropriate sale of weapons into the United 
States. As you know, the smuggling continues. We were trying, at 
the time, to get at those businesses that were owned by the 
Chinese military. 

We have proposed discrete and targeted approaches which have 
not been accepted by opponents to revocation of MFN. We have 
tried for many years, tabling the MFN issue, and instead support- 
ing a framework for diplomatic relations with China, but that was 
not embraced by those who oppose MFN for China. Some Members 
of Congress voted for it but that did not help us get it through the 
Senate, and therefore that legislation did not exist. So, we have 
tried for more discrete approaches, but they have not been well 
received. 

To address Mr. Shaw’s question about Hong Kong. The people in 
Hong Kong, of course depend on MFN, but they also depend on our 
speaking out each year using as much leverage as possible for 
democratic reform. None of us wish to be associated with the di- 
minishing of human rights and freedom in the parts of China that 
it does exist, Hong Kong and Taiwan. 

Chairman CRANE. I want to thank the witnesses for their testi- 
mony. We have at least one vote coming up, so the Subcommittee 
will stand in recess until either the one or two votes are behind us, 
and then we will call upon our next panel to testify. I want to 
thank you all for your testimony. 

Ms. Pelosi. Thank you, Mr. Chairman. 

[Recess.] 

Chairman Crane. Will everyone please be seated. 

I want to welcome Ambassador Barshefsky and Ambassador 
Lord. We are looking forward to your testimony. Again, I know you 
have some tight time constraints, too, so if you can try and con- 
dense your opening remarks to 5 minutes, we can assure you that 
any printed statements will be a part of the permanent record. 

With that, I would like to yield to Ambassador Barshefsky. 

STATEMENT OF HON. CHARLENE BARSHEFSKY, ACTING U.S. 

TRADE REPRESENTATIVE, OFFICE OF THE U.S. TRADE 

REPRESENTATIVE 

Ms. Barshefsky. Thank you so much, Mr. Chairman. It is a 
pleasure to be here today before you. 

I would like to discuss the United States-China relationship 
briefly. I know Ambassador Lord is going to discuss that in further 
detail. I would like to focus in particular on the question of intellec- 
tual property rights, which so many of the members have men- 
tioned. 

It is an understatement to say that the United States-China rela- 
tionship is complex and multifaceted. America has a range of issues 
with China that go far beyond trade. We have a deep and abiding 
interest in human rights and are critical when basic international 
norms are not met. We have continuing concerns in areas ranging 
from nonproliferation to environmental concerns and increasingly, 
of course, trade plays an essential role in the relationship. 
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China is the world’s fastest-growing major economy, already pos- 
sessing the world’s largest population. By early next century, CMna 
may have the world’s largest economy. 

On Friday, the President sent to Congress the formal waiver rec- 
ommending extension of unconditional MFN to China for another 
year. U.S. interests in China are best promoted, we believe, if we 
maintain MFN as the foundation for our trade relationship. 

Mr. Chairman and Members of the Subcommittee, we will never 
achieve China’s full inte^ation into the international community 
by building walls that divide us. The most repressive periods in 
modem Chinese history did not occur in times of open exchange. 
They occurred in times of isolation. President Clinton believes we 
must remain engaged with China, and Ambassador Lord will re- 
view this in some detail. But, let me be clear by what we mean by 
engagement. 

President Clinton came to office with the view that engagement 
with China does not mean ignoring our differences. It means that 
we actively engage China to resolve our differences and it means 
protecting our interests when consultations are not fruitful, and 
that brings me to the intellectual property rights issue. 

As you are aware, last month, the United States announced the 
publication of a $3 billion preliminary retaliation list targeting 
Chinese exports to the United States for China’s failure satisfac- 
torily to implement the 1995 Intellectual Property Rights Enforce- 
ment Agreement. Barring satisfactory implementation of the agree- 
ment by China, a final list of approximately $2 billion will go into 
effect on June 17. 

We do not take the move toward retaliation lightly. China has 
taken certain actions to improve IPR protection, particularly in 
cleaning up its retail market and in establishing a nationwide en- 
forcement structure. Where Chinese officials have demonstrated re- 
solve, as in Shanghai, they have shown that piracy can be brought 
under control. 

Despite these improvements, China has not enforced key areas 
of the agreement, including halting piracy at its source. Last year, 
China exported approximately 50 million pirated CDs, CD-ROMs, 
VCDs, and LDs to the world. Today in Hong Kong and elsewhere, 
$10,000 software packages can be purchased for as little as $5. 
Pirate versions of Microsoft’s Windows 95 were on sale in China be- 
fore it was officially introduced. Motion pictures are often pirated 
and available on VCD before they are released in the United 
States. 

The effect of this activity on the U.S. economy is clear. U.S. copy- 
right industries alone represent more than 5 percent of the U.S. 
work force, roughly equal to the U.S. auto industry, and are grow- 
ing at three times the rate of the rest of the economy. When China 
pirates American products, it denies the ideas, the enterprise, and 
the jobs of these American companies and the workers they 
employ. 

China must take four key actions to remedy the current IPR sit- 
uation and implement the agreement. It must first close or clean 
up the CD factories. 

Second, it must intensify enforcement in areas where piracy is 
rampant, such as Guangdong Province. 
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Third, it must take effective action to curb piracy at its borders, 
particularly seizures of bulk cargo shipments. 

And finally, China must permit market access for U.S. computer 
software, sound recording, and motion picture products and 
companies. 

China knows exactly what it must do to get back on the compli- 
ance track. I am pleased to say that we can confirm China has 
closed some factories. Has it done enough yet? No. The issue is for 
China to take further concrete and verifiable action to reduce 
piracy at its source and at its borders. 

Let me make two final points on this issue. First, the United 
States has gone the extra mile to help solve the problem. Since the 
signing of the agreement last year, we have sent nine delegations 
to China. We have had more than 30 high-level consultations and 
our government agencies and private industry have provided mas- 
sive technical assistance to China to assist it in its enforcement 
efforts. 

Second, we are not asking China to do anything more than what 
it already agreed to do 14 months ago. This administration will en- 
force trade agreements entered into and China can be no exception. 

Mr. Chairman, the benefits of the United States-China relation- 
ship are important for both countries and must run in both direc- 
tions. Renewal of MFN by the Congress, as well as continued en- 
gagement with the Chinese, is the United States contribution to 
that mutual relationship. China’s contribution must be to open its 
markets, to adhere to international norms, and to become a respon- 
sible international player. Thank you very much. 

[The prepared statement follows:] 
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Testimony Before 

The House Ways and Means Trade Subcommittee 
Ambassador Charlene BarsbeCsky 
June U, 1996 

Mr. Chairman, it is a pleasure to appear before the Subcommittee today to discuss the 
U.S. -China relationship and the question of intellectual property rights enforcement. 

It is an understatement to say that the U.S.-China relationship is complex and 
multifaceted. America has a range of issues with China that go far beyond trade. We have a deep 
and abiding interest in human rights, and are critical when basic international norms are not met. 
We have continuing concerns in areas ranging from non-proliferation to environmental 
protection. And increasingly, trade plays a central role in our relationship. 

Make no mistake about it. Americans have a commercial stake in China. At least 
160,000 Americans owe their jobs to U.S. exports to China. Just as we should not make 
apologies for China, we should not apologize for our economic interest in China. 

China is the world's fastest growing major economy, with annual growth rates of more 
than 10 percent for each of the past four years — and average growth rates of greater than 7 
percent for each of the past fourteen years. Already possessing the world’s largest population, by 
early in the next century, China may have the world’s largest economy. 

On May 3 1, the President sent to Congress the formal waiver recommending extension of 
unconditional MFN to China for another year. The United States’ interests in China are best 
promoted if we maintain MFN as the foundation for our trade relationship. 

Mr. Chairman, we will never achieve China’s Ml integration into the international 
community by building walls that divide us. The most repressive periods in modem Chinese 
history did not occur in dmes of open exchange - they occurred in times of isolation. President 
Clinton believes we must remain engaged svith China. 

But let me be clear about what we mean by engagement. President Clinton came to 
office with the strong view that engagement with China does not mean ignoring our differences. 

It means we actively engage China to resolve our differences and it means protecting our 
interests when consultations are not fruitM. 

When the President decided to delink human rights and MFN two years ago, he said that 
we were prepared to use a whole array of legislative and administrative methods to address 
specific issues with China. With respect to trade, as the President has repeatedly said, we 
welcome foreign products, but insist that our products be treated fairly overseas. When other 
countries do not live up to their obligations, we will take action. More than three years ago the 
President affirmed that, “We must enforce our trade laws and our trade agreements with all the 
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tools and energy at our disposal.” "We have used all of the tools at our disposal to open China’s 
market. 


One area of immediate difficulty, of course, is China’s lack of satisfactory 
implementation of the 1995 Intellectual Property Rights Enforcement Agreement. 

Mr. Chairman, as you are well aware, last month the United States announced the 
publication of a $3 billion preliminary retaliation list targeting Chinese exports to the United 
States. This action set in motion a 30 day clock before final action occurs. Last week, USTR 
held public hearings on the retaliation list, and we appreciated the range of comments &om 
individuals and companies that we received. We are currently preparing a final list with a value 
of approximately $2 billion — a figure commensurate with the damage inflicted on U.S. 
industries. Barring satisfactory implementation of the IPR Enforcement Agreement by China, 
the final list will go into effect on June 17. 

We do not take the move toward retaliation lightly. China has taken certain actions to 
improve IPR protection particularly in the retail sector. Over the past year, China has carried out 
more than 4000 raids and destroyed approximately 2 million pirated CDs, and hundreds of 
thousands of pirated books, audio cassettes, and trademarks. Some IPR court cases involving 
foreign rightholders have also been resolved successfully over the past year. 

China has also established a nationwide IPR enforcement structure as required under the 
Agreement - a system of more than 30 provincial and municipal level task forces comprised of 
enforcement agencies and the police. The system — designed to target piracy, levy stiff fmes, 
and remand infringers for criminal prosecution — is working in some localities. In Shanghai, for 
example, officials have made IPR protection a priority and have taken effective action to clean- 
up the city’s markets. Clearly, where Chinese officials have demonstrated resolve, they have 
shown that piracy can be brought under control. 

Despite these measures, China has not enforced key areas of the agreement, including 
hatting piracy at its source. As a result, important American industries and broader American and 
international interests are getting hurt. Last year, China exported approximately 50 million 
pirated CDs, CD ROMS, VCDs, and LDs to the world. Today in Hong Kong and elsewhere, 
$10,000 software packages can be purchased for as little as $5. Pirate versions of Microsoft’s 
Windows 95 were on sale in China before it was officially introduced. Motion pictures are often 
pirated and available on VCD disks before they are released in the United States. 

The affect of this activity on the U.S. economy is clear. U.S. copyright industries alone ’ 
represent more than 5 percent of the U.S. work force — roughly equal to the U.S. auto industry - 
and are growing three times as fast as the rest of the economy. The copyright industries 
contribute more than $350 billion a year to the U.S. economy, accounting for more than 6% of 
GDP. The U.S. computer software industry alone maintains a 75% market share worldwide and 
created almost 60,000 jobs last year. When China pirates American products, it denies the ideas, 
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the enterprise, and the jobs of these American companies and the workers they represent. 

China must take four key actions to remedy the current IPR situation and implement the 
IPR Agreement: 

First, action against the factories involved in the production of pirate CDs and CD< 
ROMS. We have an aggressive strategy with China to ensure — to the best of our ability — that 
all CD factories in China are producing legitimate CDs, LDs, CD-ROMs, and Video CDs. The 
IPR Agreement that we have in place with China calls for the clean-up all factories producing 
pirated products. We have targeted the worst offenders and have asked the Chinese to close 
down these factories immediately. In addition, we are working with the Chinese Government to 
ensure that the remaining factories are cleaned-up or closed down. The point is that we need to 
see a comprehensive system in place to crackdown on piracy in China. 

Second, intensify enforcement in areas of China where piracy continues to be 
rampant, such as Guangdong Province. While China has raided retail establishments 
extensively, regions such as Guangdong continue to engage in rampant piracy. Manufacturers 
and distributors have remained untouched. Major pirates have not been punished, and 
prosecutors remain reluctant to tackle copyright infringement cases. Penalties are rarely 
sufficient to deter piracy — for pirates they are now simply a part of the cost of doing business. 

Third, take effective action to protect intellectual property at China’s borders — 
particularly seizures of bulk cargo sbipmente. Exports of pirated products -- mainly from 
Southern China through Hong Kong — result in huge losses for U.S. companies in third country 
markets. China’s Customs Service has conducted more than 1000 seizures, but mainly against 
foot traffic at the border. China has yet to target cargo shipments — the primary export method 
for pirated CDs. 

Finally, permit market access for U.S. computer software, sound recording and 
motion picture products and companies. China has not yet fulfilled any of the major elements 
of the market access commitments that it undertook in the IPR Enforcement Agreement. 
Although China has entered into some revenue-sharing arrangements, US filmmakers still face 
de facto quotas in China’s markets. China has yet to issue regulations allowing the establishment 
of joint ventures for production of audiovisual products, including the signing and promotion of 
local artists, as well as other market access steps. 

Actions in these areas, all required by last year’s agreement, will establish the foundation 
for bringing the rampant piracy under control. China knows exactly what it must do to get back 
on the compliance track. The issue now is for China to take concrete and verifiable action to 
reduce piracy at its source and at its borders 

Let me make two final points on this issue. First, the United States has gone the extra 
mile to help solve this problem. Since the signing of the agreement last year, we have sent eight 
delegations to China and its provinces and conducted more than thirty senior level meetings. At 
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the request of the Chinese government, we have a team in China this week for consultations. The 
United States has also provided technical assistance in support of this effort. Key U.S. law 
enforcement agencies have provided assistance to the Chinese including the Department of 
Justice, the FBI, the Customs Service, the Patent and Trademark Office, the U.S. Information 
Agency, and USTR. Additionally, the U.S. private sector has hosted literally dozens of training 
seminars throughout China. In fact, our companies have gone so far as to donate computer 
equipment and software to the Chinese customs service. 

Second, the IPR issue has significance beyond bilateral relations between the United 
States and China. As the world’s fastest growing market, whether China enforces its trade 
obligations matters for everyone. We are not the only nation for which the protection of 
intellectual property rights is important and this is well known to China. We have not asked 
China to do anything more than what other Asian nations are already doing — indeed what China 
has already agreed to do. The vitality and success of the global trading system depends on 
everyone living up to their obligations. 

We urge China to take the concrete actions necessary to demonstrate its firm commitment 
to the Agreement and ensure its implemehtation. There is time for this to happen before 
sanctions go into effect. We are prepared to woric with the Chinese toward that end. But it is 
decisive action against piracy that China must now take. 

Mr. Chairman, the U.S.-China relationship is as important as any bilateral relationship in 
the world. But the opportunities in our relationship with China must run in both directions. For 
China, the potential of the U.S. market is matched by a tangible reality. Roughly one third of 
China's exports go to the United States, including tens of billions of dollars worth of electronic 
machinery, textiles, footwear and an ever increasing volume of higher value added products. In 
addition, Chinese companies — like all foreign companies — are allowed to establish finely in the 
United States. No one restricts their right to do business with American customers. 

For the United States, it is certainly tnte that China offers unmatched potential. 
Unfortunately, while progress has been made, for the United States, the potential of the China 
market remains unfulfilled in many respects. While the United States accepts one third of China's 
exports, China accounts for less than 2 percent of U.S. exports and maintains highly restrictive 
import policies. China must further open its mailcets. The first step is to ensure compliance with 
commitments already made. 

We have an opportunity to bridge important gaps in our relationship, so that benefits 
travel in both directions. To make this potential a reality, the United States stands ready to do its 
share. Renewing MFN, along with a broader engagement strategy, is critical to building a long 
term, stable relationship with China. But China, too, must bear its share. It must respect 
international norms, open its markets, and fulfill the commitments it makes. Mutual prosperity 
depends on this. 
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Chairman Crane. Thank you, Ms. Barshefsky. 

Mr. Lord. 

STATEMENT OF HON. WINSTON LORD, ASSISTANT 

SECRETARY, EAST ASIAN AND PACIFIC AFFAIRS, U.S. 

DEPARTMENT OF STATE 

Mr. Lord. Mr. Chairman, I will submit my full statement for the 
record and just give you brush strokes of our approach, in the 
interest of time. 

I will begin by saying and pointing out that since the 1979 nor- 
malization, every administration. Republican and Democratic, has 
extended China’s MFN trading status. Then I go through a series 
of myths and misunderstandings with respect to our China policy 
generally and MFN particularly. 

The first one has been addressed, the misleading nature of the 
very term itself, most -favored-nation treatment. I will not belabor 
that except to say this is not a referendum on China’s behavior. We 
will meet that behavior when it is unacceptable using various in- 
struments, both pressures and inducements, but we do not think 
MFN is the way to proceed. 

I point out how we have used these other instruments with re- 
spect to Taiwan. Both through rhetoric and removal of certain mili- 
tary assets, we have made clear that the resort to force would have 
grave consequences. Tensions have been reduced. 

On nonproliferation, we have on several occasions either threat- 
ened or actually employed sanctions. We are required to make non- 
proliferation progress and we have made some progress. 

On IPR enforcement. Ambassador Barshefsky has already 
addressed that. 

With respect to human rights, we are using other multilateral 
and bilateral ways of attacking this very serious problem, but 
again, MFN, we do not believe, is the way to proceed. 

A second myth that exists in our China debate is that whenever 
there are difficulties in relations with China, somehow, it is due to 
United States miscues. The fact is that no matter how wise and 
steady our policy, we will continue to encounter problems as well 
as opportunities on our relations with Beijing. 

Mr. Chairman, during this particular period, we are dealing with 
a complex, difficult, and prickly partner whose power is growing, 
whose leadership is in transition, and whose government is turning 
increasingly to a nationalism that is conditioned by thousands of 
years of experience as a dominant “Middle Kingdom” and more 
than a century of humiliation by foreigners. Against this backdrop, 
any administration, any policy would encounter tensions. 

Growing out of that is the third myth, that therefore because of 
these problems and tensions, we should practice containment or try 
to control China. This would be a self-fulfilling prophecy, turning 
China into an enemy. We are not naive. We are maintaining our 
force levels. We are maintaining our various options. 

But, to opt for containment would require a major shift in our 
economic, military, and diplomatic resources. We in the global com- 
munity would risk much if China were to become isolated and 
unstable. We would be alone. None of our friends, however they 
may be concerned about growing Chinese power, would join us in 
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a containment policy. And we would forfeit Chinese cooperation on 
many global, bilateral, and regional issues. 

Then a fourth myth comes up arising from that. If you cannot 
practice containment, the only alternative must be appeasement. 
We have already heard that word here today. Consistent with the 
approach of five previous administrations of both political parties, 
this administration’s policy of engagement in no way implies acqui- 
escence in Chinese actions that clash with U.S. interests or 
international norms. 

I have already pointed out, and I do in my statement, how we 
are firm wherever necessary and will be cooperative wherever 
possible. We use all the instruments at our disposal, including 
domestic legislation, where required, to promote progress in 
Chinese behavior. Our willingness to take a firm stance when nec- 
essary as required to protect our interests, maintain domestic sup- 
port for engagement, and, frankly, engender respect in Beijing it- 
self. 

The fact is, with all the media attention on our frictions and 
problems, and they are substantial, there are many areas where we 
do cooperate with China. I list that in my statement. Engagement 
is paying off in many areas, even as we have trouble in other 
areas. In their own self-interest, the Chinese are helping us on the 
North Korean nuclear problem. They have cutoff aid to the Khmer 
Rouge in Cambodia. At the United Nations, although they some- 
times can be annoying, they are not using their veto or obstructing 
important U.N. actions. 

Even in nonproliferation and trade, despite all our problems, we 
have made some progress and our exports are growing fast in the 
Chinese market. On issues like international crime, controlling 
narcotics, getting at the environmental problem, alien smuggling, 
China and the United States have a useful dialog and cooperation. 

Finally, my statement ends up by pointing out what MFN with- 
drawal would not accomplish with respect to our goals. It would 
not promote China’s adherence to nonproliferation standards, and 
I point out why. It would not open China’s markets and foster 
respect for commercial laws. It would not help to protect the rights 
and freedoms of Chinese citizens or ease repression in Tibet, both 
of which we are very seriously concerned about, both of which I 
have raised literally within the last few hours with our Chinese 
friends. 

It would not enhance the stability and security of Taiwan and 
Hong Kong. You could not have more dedicated spokesmen for 
human rights and democracy or people more suspected in Beijing 
than Governor Patten of Hong Kong and Martin Lee, the pro- 
democracy activist. Despite their other concerns, they came here a 
few weeks ago, as you know, and argued very strongly for extend- 
ing MFN because to remove it would have a devastating impact on 
this innocent bystander in Hong Kong, not to mention what it 
would do to Taiwan. 

Finally, MFN withdrawal would inflict great damage on a range 
of important U.S. interests, denying us tens of thousands of 
American jobs, setting back the process of openness and reform in 
China, straining our relations with our partners in Asia and else- 
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where, and hampering our ability to work constructively in some 
of these areas of cooperation that I have pointed out. 

So China must make its efforts. We must make our efforts. It is 
an important relationship. It is inevitably troubled, but we believe 
engagement is the way to pursue that, as I said earlier, being firm 
wherever necessary and cooperative wherever possible. As 
President Clinton has noted, a vote for MFN renewal is a vote for 
American interests. Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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Aabasisdoc Winston Lord 

Ajsiabant Sacratary £or Baat Aala and tha Pacific 
eapartmant uC StaCa 

■afoxa cha 

Mouaa aaya and Haana conaxccaa 
Trade SufacoBnlttae 

June 11, 199S 


ThaxJc you very much toe the opportunity to teatify before 
thla oocmlttaa on tha axtanalon of China' a Moat ravoxed Pat ion 
(xnr) trading atatua. Thla laaua la of critloal liiportanaa to 
our ralatlonahlp with a country that la faat becoadng a aajor 
regional and global power. It haa great algnlf loanee for our 
national Intereata. X would Ilka to uaa xiy tlaa thla laorning 
to put tha MTH daciaion into the broader context of overall 
U.S. -China ralatlona. 

Since we noraallxad ralatiooa with China in 1979, every 
g.S. a^nlniatration — Oamocratio and Republican — haa 
extended China' a mth trading atatua. Thla Administration 
aupporta tha continuation of that well-eetabllahad policy. 

Aa President Clinton said whan be confirmed hit conmitskant 
to thla policy two waeka ego: *MPH renewal le not a raferendma 
on ell China's pollciea.* It does not coneticuta an 
andoraeskant pf any epaclflo action or behavior . The decisions 
of Ireeldsnt Carter, Frealdent Reagan, end President Bush to 
extend MTN did not indicate their approval of Chinese 
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ox iMihAvlox . Thwlx d«cX»xOi^* wox«* b«M«U Oii m 
tj«lMiic«d ■•••■■in«nt v.i, lac«c«>c* ud the beat owana oi 
puaaulng bhoao Intaxeata. The aama oonaldacatlona apply coday. 

Unferxunacaly, a nunbax of nycha and ailaunderacandlnga have 
mudoiad our diacuaaiona on cnina'a mtm atatua. 

rixat of all, tha tom *ttoat ravoiad Nation, * in itaalf , 
contributaa to tba confuaion. Contrary to tba way It aounda, 
MFN doaa not provlda any pxaferantlal or apaclal txaataant and 
la clearly not a reward for good behavior, hather, it la tha 
noziaal eooioarclal foundation upon which our ralatlona with all 
but a handful of out Intarnational trading partnara raat. It 
la alao tba baala of nultilatoral ccnaenaua and aupport for a 
fzaa and open glelb»X aoonoolo ayatas. 

Aa Congrcaaman Berautor racantly notad, wa have not 
withdrawn Nigeria' a MTK atatua bacauae ita currant regime haa 
oxacutad poata and other political diaaidenta. Producta frcm 
Syria and tha Sudan receive HTK traatnent, daaplte their 
govercmcnta' aupport for international terrorlam. 
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The cxticn3lon of hhia atotua in thaaa caaea/ of eovsaaf 
dcaa not naan that wa do not conaldaL* h um a n rl^hta ahuaaai 
auvyuaL £ua LaiLualMa, ui UR |>lrau> Lu tin aaEiuua prublawa. 
Muwavax, MTM wltliclxawal la ciaarly not tha boat troy to doal 
with auch iBBUoa. Xn each casOf we have more appropriate and 
Biore etfeoclve foreign policy toola at our cLlapoaal. 

This 11 alio true In our relation* with unina. Relying on 
the inatrvmenta already available, we have tailored our 
reapor.ae* to China'* behavior for maximum effectivenea*. Theae 
inatrvznenta provide both poaitivs and negative inducementa for 
Beijing to addreaa our concerna. For example: 

o On Taiwan, our rcaponae to Beijing'* mlaaile exercisea In 
the Strait this March wa* clear, our deployment of naval 
force* to the region wee meant to avert any dangerou* 
nlacalculetlona and signaled to all our frlenda out 
intention to maintain our preaenc* In the region. He have 
emphasized to both eldea of the Strait the Importance of 
avoiding provocative action# and «* continue to strongly 
urge both aides to resume the croas-Stralt dialogue. 

o On non-proliferation, we have demcnetrated our 

determination CO enforce Q.S. lew. In 1994, aa a result of 
the sanctions we had imposed follewlng China's sales of 
missile eguips\«nt to Falistan, China agreed not to export 
ground-to-ground KTCR-class misalles, and seafflrmed its 
CCRBsitaents to abide by the lOCB Guidelines and Annex. 
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Mwn this fin otanee was eaitieai to ovr shllit.y 

to obtain ChiiM* • cowaltaiont that it 'will not provida 
asaiatanoo to unBa£«9uai;dad nuclaae £aoilitiaa* in third 
eouat£iaa> Inoludiny tahiatan. This la a now and 
aignxtieant public coanitaaiiiL by China, It goto beyond 
aarllei Cninaat coenitaMnca by auu«pi,in9 L-aaponaiblllty not 
only to contzoX nueleac itaoa spooiflually listed on the 
intaznatlonal tziggar iiatBf Out also dual-use items , 
Including ring magnets/ and othoz forms of asalaLancs to 
unsafaguacdsd nucleae facilities, it la an lopoctajit step 
forward. 

o On IPR enforcement and othar trade iasuas/ we have laft uu 
doubt about the sctloua conaeguencas of failure to remedy 
chronic problana and co^ly with International and 
bilateral commltnanta. At the same tlma/ wa hate woriced 
hard to provide conatzuctiT# advice and support for China's 
efforts to integrate its econoav into the world trading 
system. 

o With respect to human righta/ thia Administration has kept 
faith with out principles by placing a high priority on 
human rights Issues is the conduct of our relationship with 
China, wa have engaged China bilaterally to raiaa our 
concerns/ wa have taken appropriate multilateral actions/ 
and wa have kept the focus on what China needs to do to 
adhere to international human righta atandards. Our 
relationship with China covers a broad array of issues 
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■M tnLeceat* wliiuh •« muat But w« will anauc* that 

eeljiisf la awaxa tbaL Iba bahavloa on hunuk alyhta la cf 
gcaat eoneera aiaa will ooutluua to ba a prlaslty £a« ua. 

Xt tha aajw tina, cnlnaaa aoelety la upuitlitB up, auiO ita 
Incraaaloff Inta^xatlen Into tba intaraatlvoal ceenunity 
will be a loag-tan psooaaa. 'jAa oxaatluu uC aa laoxeaalay 
network of econonio/ educational, cultural, tauluilcal, and 
legal tlea between Chlaeae oltlaena and tha outalda wurld 
will help footer a poaltiwe cllnata in china for huaan 
zighta. Re are puranlng both goveriunaneai and 
non-governnental dialogue with China on laauaa related to 
the rule of law. Over tlaw, thla engagaaant, too, will 
have a algnlf leant effeot. 

A aeeoad aqrth that exlata la aoae goartara la that wheoavar 
there ace dltficeltlaa In out ralationahlp with China, It nuat 
be due to D.9. adacuea. Clearly, the 0.0. la not raaponaible 
fox political Inaaouritiaa that lead Beijing to Ixprlaen 
dlaaldenta. Clearly, our policy did not cause Beijing to 
launch Blaailas into the Taiwan Strait, to erpoct dangerous 
technologies, or to fail to open aarketa and enforce 
intellectual property rights. 

The reality la that, no oatter bow wisa and tteady cur 
course, we will continue to encounter pcoblaas aa well aa 
opportunities in our bilateral relatione with China. Moreover, 
during this period, we are dealing with a ocoplex, difficult 
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aiul pclcXly p«cciMr Khoa* po««r is gre»in 9 , whoso lesdavthlp 1* 
In transition, and wliusw y«o«>.aaant is tusniny inerooolnyly to 
a natlonallsn that la coadltlouwd by thousands of yoacs of 
oxparience as tno dcolnant *Mlddla Klngdoai* and muiw tliaa s 
century of hundllatlon by tocoignecs. Against this badcacup, 
any Administration, any policy would sneountac tensions . It la 
inevitable that two great nations -- with dlfCersnt histories, 
cultures, and stagee of devslopmcnt — will nave dlffezencea. 

A third myth Is that America ahould reapond to our 
differences with china by seeking to control or contain It. 

Such a policy would be misguided and, in the end, 
uneucceesful. It would constitute a self-fulfilling prophesy 
of turning China Into an enemy. It would require a major shift 
In our econcnle, military emd diplomatic resources. We and the 
global ccemninlty would risk much If China were to becosM weak. 
Isolated and unstable. Who could eeslously contend that China, 
In auch elrciaastancee, would be aiore likely to respond 
positively to our concerns in such areas as raglonal sscurlty, 
arms control, trada and bvasan rights? Aa Secretary Christopher 
said recently, *A more secure China is likely to be more open 
to cafozin and a better neighbor.* 

lo practical terms, a containment policy would esquire the 
support and cooperation of luzope, Russia, Japan, Korea, and 
others in the region. Whet ever the degree of their concern 
about China's growing power, no country would be willing to 
join in efforts to contain the PRC. And if we attempted to 
pursue auoh a policy alcns, wo would not only lose ouc ability 
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to InClUHitc* coin* in way* that promcitn our lnt*reat*t Wa 
tfould aliiu lo«« th« benefit* of oeoporatlnn ea tr*4* ind oth*s 
co«aa«rolal Ivau**/ on Dortk Kocom, non-prel Iforatlon, OH 
S*euricy Council «utlon« and otbox into cnat Ion* 1 anourlty 
ls*u*s and on global l«*uos Ilka the onvlxenownt, nArnotie* 
tcatelcxlng and latMinoilonal enlao. Ho vould Blao AAvnraly 
attain out raiatlona wlLb out many friend* and nlllaa in anla 
and alaawhezo, and could potouLlally deatabllla* teha ontlc* 
region . 

X fourth myth/ auggeated by aom uC those whe adToeata 
containsient, la that tna only altecnatlva la appeaaanont. 
Conaiatant with th* appeoaen of flea pravluu* admlnlatratlen* 
of both political paztlea, tnla Admlnlatratloe'a policy of 
puzaulng U.S. intezeata thcouga engagement with China in no way 
la^llea acguiaacence in Chineae action* that oiaau aith o.o. 
Intereata or international noraa. A« i explained eaciiwa, 
engmgenient allow* u* to tailor ouc reaponeea to the epoulflc 
clrcweatanca* in each area where we have ditrerencaa with 
China. It nuke* It poatlhle for ua to apply a wide range of 
inducement* and preaaurea on laaoea where we wlan to aacourag* 
China to adjust its cours*. Sngagement mean* being tint 
whenever necaasary, and cooperative whenavar poaalble. 

Where china doea not comply with ita iatacnatlonal 
coandtments or with Intacnatienally-recognlxad atandazds ot 
behavior^ we are prepared to use all the inattumenta at our 
disposal, including those provided for in existing dcmeatlc 



56 


eh»t my b« ce^lrad prcmt* p*ogr»*«. air 

wm.i.ngmeaa to taka a flxia atanc* whan aoeaiaacy i.a ra9.<4rart t-.e 
pcotact Qur laeacaataf Bakatalu dematle auppost Cor 
angagemnti aea aagandar resprut Xu saljinp. It la an 
Inyioctant cooponeat Qz building a rcabla, prodvezlro and 
mutually-banofiOiaX Xocg-tOE* relacloualiXp. 

At tha aaBa tlnw/ angaganant allova ua tu uuutxnue to aajoy 
tha aubttantial benaClta of a conaeruetlve and uuuy«i.atlT« 
biXataraX relatlenahlp with China, in tha nldac u£ tbo 
ineTitable frictlona and media attention, Xat ua not Ivaw eight 
oC thane poaltive elamanta. 

The bane Cite of engaganant with China aza set Xiaited, as 
is aoMtlnaa lapliad, to tha aoonouie and cxMoacciai sphaze. 
China, in ita own aeif-lnteceat, has eoopecated with ua in 
managing dangaioua Month Korean babavion. It baa out ezz aid 
to tha Khoes Kouga and supportad tba alactad govazmaant in 
Cambodia. Though aometimas esartlng ita Influanoe, China baa 
not vetoed United Matlona aetions of ozitieal iapoetanca to tha 
intaznatienal comaainltr. It haa coopazated with ua in auch 
areas as narcotics trafficking and alian smuggling. 

Oasplta serious continuing pzoblana, China haa coma a long 

way in tha last daoada on noa>prolifarstioa and azma control 

\ 

isauaa. it baa joined the Non-froliferation Treaty (MPT) and 
the Chamlcal Neapona Convention and baa supportad rapid 
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conoluoton tUo Coofurchonaiv* Toot ■on Irooty (CTBT) . Ir. 
lyyO/ oftte wo hod luvuaod oanctloao nolotod to Chlnooo oolot 
at mlasixo oqiadpoont to >oki«L«o> Chino oyoood not to o irf oot 
gcound-to-ffroond MXCR-cloaa lolaalloa. Horo aooontly/ wo kovo 
ohtolnad China's coamitiaent not to aaolot any unaafo«uacdad 
nuoleac Caollltloa. 

On tha aoooonlc alda, doaplto sooia auhstantlal lUaputos, 
Chino haa boon our faatoat growing export market lu recant 
yeara. Last year alone/ our oxportt increased by aaim than 
ooe-fourfch/ aupportlag nearly 170, OUU Aacrlcan jobs. nasaU on 
sales In the first guortor of this year# wa may do nearly um 
well thla yeas — creating another 35/UUU or more new Jobs. 

With one of tha world's highest oconomao growth rates, 

China offers anozmous aansBareiel opportunities for C.8. 
business. To take just one example, by the year 2000, China is 
expected to invest ever flSO billion in electric power 
production and dietributien, transportatlen, taleocamuDiestioos 
and other awjor oonoexoiel end infrastructure projects. If 
allowed to compete on a level playing flald, 0.8. ceo^clea can 
expect to vin a algoificant portion of the related 
international contracta. But if our producers are handicapped 
In this key market, Borepean, Oepeneae and other international 
competitors ere reedy end able to take their place. 
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comncrcial, cciit-viu*, of course, arc only one ot our foreign 
policy In^ores'Ca. But «« nust L* very sure o£ the 
•ffeotlTAAeaa ot out propoaed actluus before mo put at riok the 
livelihooda of ae aany naeclcan cltitsus. 

Qlven tha atakea ineolved/ tha extenalon of Clilue*# tirM 
atatua la a precondition of an^ageieent — botn where w« s««X 
change a in Chinesa behavior and where our interests and 
policlea coincide. An examination of the negative conaeiiuwnces 
of MFH withdrawal for O.S. intareata ottera a cot^lilng caaw 
for our policy approach. 

On tha one hand, HTN withdrawal would NOT aocoaiplxeh our 
goala: 

o It would HOT proatote China' a adherence to non-proliferation 
atandarda. Rather, it would atrengthen hacdlinera and 
provide a atrong incentive to oon^enaete for loat ravanuee 
from legitimate trade with azporte of dangaroua and 
deatablllxing taohnolegiaa and ecjuipesent. 

o It would NOT open China' a marketa and foster respeot for 
ccmnercial lawa and trade diaciplinea, Rathar, it would 
bolater the olaima of nationallata that China cannot rely 
on ita international partnera and muat remain acparatc, 
aelf-rcllent and unbound by international noma and 
atandarda of behavior. 
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o It wouia HOT Imlfi to peotoct tho tight* And freedoms of 
Chinese oltixena oi: eeae repscssloe In Tibet ■ Rather. It 
would restrict auuaas to the outside world and reduce the 
Impact of Internatluual values on Chinese acxilety and 
politics. 

o It would HOT enhance the eeourlty seal stability of Taiwan 
and Hong Kong. It would deal sevwAa blows to thoir 
eoonoislc intareste and atablllcy/ while raising toaelont 
and dlnlnishlng the chances for a peauwlul croes-Btrult 
relationship and a smooth transition to Chinese sovereignty 
over Hong Kong. 

On the other hsndi KTM withdrawal would InfllvL yeeat 

damage on a range of Important U.S. interests: 

o It WOCLD deny tens of thousands of jobs to Ansrloas wuchuss 
— jobs that would qulokly move to the economies of our 
International coa^titors. 

u It MOULD set back the process of openness and reform In 
China/ doing the greatest harm to thoes whom we most wish 
to support snd encourage there. 

o^ It MOULD strain our relations with our partners in Asia and 


elsewhere . 
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o It MOULD ••▼ex«ly haap«r oac ability ho work conatructlwaly 
with uuw wf tho waald'a otoae powarfu? nahlona on tha bread 
xanga o£ 0.9. foralgo poliey Incaaaata. 

TAia AdiaiDlat ration will net downplay ew Ignore nnr 
problana with Cblna'a pollulaa or bahnwlor. Ma tupport 
unconditional MTM aztanalou uot aa a Cawoc <er CKina, b<th 
bacauaa It la good tor Anaxlca. 'The atakco ora high — for iia 
and for China, for atabillty and yxoapaclty in Aoia and tha 
world. Ra Buat managa our diccerencaw with China In a way that 
promotaa our intacaata. China, In turn, aiuat maka ito own 
afforta on bahalf of a ralatlonahip that will be canteol to 
both countriaa' welfare in tha twenty-flrat uwuLury, 

Mr. Chalman, in tha laat two wacke, freaidaut Clinton and 
Sacrataty Chriatophar hawa aet foxtn our eoaiprahau>l«a poliey 
toward China. Zn thia context, they bawe reafflzmad tbwlx 
atrong conwlotion that U.S. national Intaraata require the 
unoonditlonal axtenalon of China'# tOV atatua. 'ihla judgeueui 
is eonalatant with the policlaa of pravloua adnlniatratlona and 
with tha adwica of political leadara and foreign polxey experta 
of both partlea. Aa Praaldent Clinton haa noted, a vote for 
MFR renewal la a wota for American latoreata. I look forward 
to working with you and with the rent cf the Congzeaa to build 

the political conaanaue that ia required for ua to steer a 

% 

1 

steady course during this difficult period in a. S. -China 
relations . 


Thank you 
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Chairman Crane. Thank you. 

Mr. Lord, I remember when Deng Xiaoping about 2 or 3 years 
ago traveled down to South China and he was profoundly im- 
pressed with the economic development. He described it as 
“Leninist capitalism,” and I said that is the ultimate oxymoron. 
But the fact is, there are State-controlled enterprises there, as well 
as others driven by market forces. 

I was wondering how that breaks down. What percentage would 
you say is really privatized and what percentage is still state- 
controlled? 

Mr. Lord. I will let Ambassador Barshefsky give you the specific 
figures, but this is still their big challenge as they move toward a 
market economy, and that is dealing with these state enterprises. 
They have not moved as aggressively as they might. Frankly, I 
think they are concerned that if they make them truly competitive, 
they will have unemployment and this will contribute to instability 
during a period of political succession. That is one reason I think 
they have not made a decent offer on the WTO, because they are 
worried about this. But, nevertheless, they are moving toward a 
market economy and Ambassador Barshefsky can give you the 
figures. 

Chairman Crane. Before Ambassador Barshefsky addresses that 
question, has this privatization thrust stalled, basically? 

Mr. Lord. I would not say it has stalled. It is very encouraging 
and it is very important. I am saying that the next big challenge 
on economic reform is to make many of these state enterprises 
more efficient or actually put them out of business and privatize 
them. They do seem to be pausing on that, partly, I believe, related 
to the fact that they are worried about the unemployment, because 
if you lay off workers in China, they not only lose their jobs, they 
lose other benefits like housing, medical care, and education. So I 
think there is some stalling on moving to reform the state enter- 
prises, but the overall trend, I think, is irreversible and positive 
toward a more market economy. 

Chairman Crane. Very good. Ms. Barshefsky. 

Ms. Barshefsky. Mr. Chairman, the estimates are that between 
50 and 70 percent of China’s economy is State-owned, operated. 
State-run, or where the State has a significant influence. There is 
a growing entrepreneurial class, and in China’s most recent 5-year 
plan, there is a provision for substantial reduction in state owner- 
ship of industry through privatization as well as through closure. 

But as Ambassador Lord has said, while some progress has been 
made, it is of a limited nature, because of some provincial resist- 
ance to closure of these enterprises due to the unemployment con- 
cern, and also, to some disagreement within the Chinese Govern- 
ment circles as to the best way to proceed with respect to privatiza- 
tion or closure. 

Chairman CRANE. But to the best of both of your knowledge, is 
the government, the successors, or successor maybe, but are they 
as committed in your estimation to “Leninist capitalism” as Deng 
Xiaoping was? 

Ms. Barshefsky. The phrase that the Jiang administration has 
used has been, “a socialist market economy.” Certainly, there are 
competing factions within China, as one might expect. There are 
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those in the leadership circle who do not wish to see the pace of 
market opening accelerated in any respect and who do not wish to 
see external interference in the manner in which that opening 
occurs, which is to say who are also opposed to WTO accession. 

There are others within the leadership that believe that the cur- 
rent course China is on is the right course and that WTO accession 
and opening of the market in a manner consistent with inter- 
national standards should be sought by China and is desirable for 
China. But that debate is an ongoing debate within China and it 
rages to the present time. 

Mr. Lord. If I could add a few comments, I agree completely 
with what Ambassador Barshefsky has said. I do think the overall 
trend of moving toward the market and trading with the outside 
world will continue and they are dedicated to it because they have 
seen how they have grown when they have done that and where 
there is stagnation where they have not. 

But there are these debates, and it is not only related to eco- 
nomic considerations, it is related to the oxymorons that you are 
mentioning. You cannot have both. In my view, they are 
oxymorons, whether it is phrased as, “Leninist capitalism” or 
“market socialism.” 

What this reflects, also, is the big debate going on, not only in 
China, but also in Vietnam and many other countries of the world, 
and that is can you have economic openness in a closed political 
system? The Chinese feel that they can. They look at the Russian 
example and they rather smugly assume that you can continue to 
have political repression and open economics. I do not believe you 
can for very long. 

First of all, you buildup a middle class and man or woman does 
not live by rice alone. We have seen it, as somebody pointed out, 
in Taiwan, South Korea, and Chile. 

But second, I would argue that this whole process has been accel- 
erated in an age of Internet, faxes, and computers, when economies 
depend so much on openness, debate, information, and pluralism. 
That is why I think they are going to have to loosen up that politi- 
cal system over time, but that is behind part of this debate. 

We believe that trade and investment, including MFN renewal, 
helps to advance that process in a constructive way. 

Chairman Crane. Thank you. 

Mr. Rangel. 

Mr. Rangel. Thank you. 

I feel that we are adopting a policy with China much like the one 
we had with South Africa, that is while we have found their 
conduct repugnant, it is our general belief that having a policy of 
constructive engagement in the long run would benefit United 
States interests. There is also the question of human rights and the 
question of den3dng access of U.S. goods to their markets. 

What I am very sensitive to is the fact that many United States 
businesses are vulnerable if, indeed, the results of their research 
and technology are just absolutely ignored. This applies particu- 
larly to movies, videos, software, and music and is a result, we are 
told by China experts, of some cultural misunderstanding of what 
basic theft is. 
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So, I am afraid that some of our businesses are going to suffer 
and one of our major exports may lose its competitive edge while 
we are waiting for some cultural or other changes to take place. 

I support the President. I support the witnesses’ expertise. But, 
are there any tools available to show just how strongly we feel 
about what they are doing other than denying them the ability to 
trade with us like any other nation? There should be a little more 
outrage, in my opinion, as to what is happening to us, not just now, 
but more importantly, for the future of American-based corpora- 
tions that we hope would maintain leadership in world trade. 
Ambassador? 

Ms. Barshefsky. Yes, Mr. Rangel. Let me say that the use of 
targeted trade sanctions by the administration to assist in opening 
China’s market, to assist in leveling the playingfield, is a policy to 
which we are committed. That is clear from our response 3 years 
ago on the textile issue, when we said to China, either negotiate 
a good agreement with us or we will unilaterally take away a quar- 
ter of your textile access to the United States. Two days later, we 
had an agreement, which was a good agreement, and has resulted 
in substantially reduced Chinese textile shipments to the United 
States. 

Or 14 months ago, where we said to China, negotiate a good in- 
tellectual property rights enforcement agreement with us, or we 
will impose trade sanctions. Or now, where we are seeking enforce- 
ment of the commitments China has already made and we have al- 
ready announced the publication of a preliminary retaliation list of 
$3 billion, heavily focused on textiles and apparel in China because 
that is a sector where we believe would most incentivize China’s 
compliance with the agreements it makes. 

Mr. Rangel. But their contemptuous response is counter- 
sanctions. In other words, they appear to not care about what we 
say or what we do. They are going to take us to the mat. If we are 
so weak that all we can do is surrender, then let us surrender and 
get it over with. But every time we say that we are going to sanc- 
tions, they threaten us. 

Ms. Barshefsky. Mr. Rangel, their threats of sanctions do not 
change what is a good agreement into a bad agreement and cer- 
tainly does not change a bad agreement into a good agreement. The 
textile agreement that was negotiated 3 years ago demonstrably 
has been a great agreement for the United States. The intellectual 
property rights enforcement agreement negotiated 14 months ago 
is a very good agreement. It is historic in proportion. Enforcement, 
let me 

Mr. Rangel. Just in conclusion, share with me once again why 
their stealing our rights is a cultural misunderstanding, and why 
we should understand that they think they have the right to steal 
because they are not developed. Could you run that by me just once 
again? 

Ms. Barshefsky. We do not accept the notion that there is any 
cultural excuse to theft. The Chinese are quite clear that the 
United States, the Western world, indeed, 114 nations of the WTO 
view their actions as theft. We are not waiting 

Mr. Rangel. That is because we are American, but give me the 
Chinese view as to why 



64 


Ms. Barshefsky. The Chinese do not particularly express that 
view. If you want to know why piracy is occurring, it has nothing 
to do with culture. It has to do with money. Piracy is a very lucra- 
tive business. There is a lot of money to be made by pirates, which 
is why it is a problem worldwide. 

Mr. Rangel. Then it is theft and we do not have to be sensitive 
in dealing with it that way. 

Ms. Barshefsky. It is theft, but from the point of view of U.S. 
interests, the way best to deal with it is to get China to do what 
we have gotten many other countries to do and that is enforce in- 
tellectual property rights protection. That is the best outcome for 
us. That is the best outcome for China. 

Mr. Lord. Could I make a related point, Mr. Chairman? I know 
you are pressed for time, but it has to do with enforcing intellectual 
property rights, preventing theft, and many other problems we 
have with China. 

I am reminded when you mention the South Africa situation, and 
I am not equating South Africa and China, I want to make that 
clear. There are some differences, obviously. In the case of South 
Africa, we had international support, whether it was the United 
Nations or other countries, and, therefore, pressures and sanctions 
were much more effective. 

One of our biggest problems in China is that our friends in 
Europe and Japan hold our coats while we take on the Chinese and 
they gobble up the contracts. I have said it directly to our friends. 
If we could get more European and Japanese support on intellec- 
tual property rights, for example, where they have a clear interest, 
on nonproliferation, on human rights, whatever we did, targeted or 
not, would be much more effective. It is one of our biggest prob- 
lems. We are working on it, but we need more help from our 
friends around the world. 

Mr. Rangel. You have the same problem with Cuba, too, I 
assume. 

Mr. Lord. That is correct. 

Chairman Crane. Mr. Shaw? 

Mr. Shaw. Thank you, Mr. Chairman. 

I want to pursue pretty much the same line that Charlie Rangel 
was pursuing except I want to switch over to the contractual area. 
As you know, there have been some problems in the enforcement 
of contractual rights in China. One was particularly brought to my 
attention which concerned Rev Power Limited and their attempt to 
enforce an arbitral settlement in Stockholm that was against the 
Shanghai Far East Aero Technology Import and Export Corp., 
which is, incidentally, a state-owned Chinese company. 

What is the status of that? Are we making any progress? Do we 
see that the Chinese are moving more toward what is considered 
a norm as far as the enforcement of contractual rights? 

Ms. Barshefsky. Congressman, I am not sure that we can pre- 
sume any track record toward the recognition of arbitral awards 
from the Rev Power example, but it is true that the Shanghai court 
has finally recognized the arbitral award, has directed that the 
books of the Shanghai Corp. be looked into with respect to that 
award. 
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My understanding is that upon looking into the books of the 
Shanghai Corp., it was discovered that there is very little money 
left in the corporation. There was apparently a very substantial 
transfer of assets out of the corporation so that the award, as a 
practical matter, would be rendered invalid. 

This is an issue that we have raised with the Chinese and will 
continue to raise with the Chinese. We are working with the State 
Department on this. 

Mr. Shaw. Is this t5T)e of thing a high priority within your office? 

Ms. Barshefsky. This is a very high priority, Mr. Shaw, because 
this has to do with the development of the rule of law in China. 
Either China is going to abide by international norms in cases such 
as Rev Power, where arbitral awards are at issue, or it is going to 
be thought of as rather a renegade with respect to these issues. 
Their accession to the WTO and other multilateral institutions, I 
think, is at risk, the extent to which we do not have confidence 
that China will abide by international agreements. 

They are a member of UNCATRAL. They should be abiding and 
recognizing arbitral awards that are granted. And certainly, the 
Chinese government and the provincial government should not be 
condoning the transfer of assets from corporations against which 
there are arbitral awards. 

Mr. Shaw. Do we have their attention in this area and is this 
an area that — I have just brought up one instance that has been 
brought to my attention — is this something that is a real problem 
for many of our American business people? 

Ms. Barshefsky. I believe we are getting their attention in this 
area, but the Chinese have a spotty record with respect to contrac- 
tual enforcement generally. There is the McDonald’s example, but 
there are many other examples of that sort. Again, the overarching 
difficulty here is that the rule of law is simply not a tradition firm- 
ly established in China. 

Mr. Shaw. Was it a tradition if you go back prior to the 
Communist revolution? They have been big in trade from the be- 
ginning of recorded time, just about, and it would seem that they 
would have developed a line of law prior to the Communist revolu- 
tion that they could draw back on. Is there a history of law in that 
area? 

Mr. Lord. There is not much history of law in China, Mr. Chair- 
man. There have been some periods where there has been attention 
to that, but Ambassador Barshefsky is correct. They do not have 
this tradition. They are trying to develop it now in their own self- 
interest. They realize they are going to need this for economic 
reasons. We think it will also promote human rights, so we are 
working on it very hard. 

Mr. Shaw. Thank you. 

Thank you, Mr. Chairman. 

Chairman CRANE. Mr. Matsui. 

Mr. Matsui. Thank you, Mr. Chairman. I will be very brief 

I would like to ask Ambassador Barshefsky a question. I do 
share much of Mr. Rangel’s concerns with respect to China, and I 
think, by the way, the administration is doing an excellent job in 
attempting to deal with the five or six issues that have arisen over 
the last 12 to 15 months. 
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But, obviously, we are getting very little cooperation from the 
Chinese on a lot of fronts. I thought the aggression that they dem- 
onstrated with respect to Taiwan, the ring magnet sales to 
Pakistan, the recent assault weapons that were sent over to the 
United States via San Francisco, the intellectual property issue, 
and obviously continued violations of human rights are all issues, 
all of us in this country are very concerned about. 

So, I applaud you and the administration for your efforts in try- 
ing to deal with these issues on a case-by-case basis, but I would 
hope that no one would take the support for the continuation of 
most-favored-nation status to be a ratification of the activities of 
the Chinese Government. I know you do not, and certainly, I would 
not want anyone from the outside thinking that those of us that 
support MFN would anywhere feel comfortable with the behavior 
of the Chinese government. 

The prior panel raised the issue of economic issues, and although 
I do not believe this is purely economic, I think this is much larger. 
This is the global issue that probably is the most important bilat- 
eral relation the United States will have over the next 25 years 
with 22 percent of the world population. So I see this as much more 
fundamental than an issue of trade, and I think even the private 
sector views it that way. 

But talking about trade for a minute, I was struck by the issue 
of piracy, which is currently on the front burner for USTR and your 
activities, Ambassador Barshefsky. You have made very clear, and 
the President has made very clear that on the 17th, the sanctions 
will be in place and certainly there will be a price to pay. The 
Chinese may or may not retaliate. 

But, all of us in this country will support whatever actions you 
and the administration take, and if the Chinese retaliate, obvi- 
ously, a second list from this country will have to be thrown out 
for further consideration. We will support that. There will be no 
hesitation, and certainly the members of the House and Senate, 
Democrats and Republicans of all ideological shades will support 
that activity. 

But, I would like to ask about the issue. If we did not have MFN, 
what leverage would we have with respect to the issue of piracy? 
The Chinese would still be able to go buy compact discs, CDs, and 
whatever else they may want. They would still be able then to 
produce it. If we had no MFN, we obviously would have very little 
trade relations. So what would our leverage be, because that was 
one of the issues raised in the first panel, that we should cut off 
MFN because of piracy. It seems to me that by continuing to 
engage the Chinese, we have a better opportunity to eliminate pi- 
racy because piracy will occur whether we have trade or no trade 
with the Chinese. 

Ms. Barshefsky. I think you are absolutely right. From the 
point of view of the administration, MFN is the foundation for U.S. 
trade relations with virtually all countries in the world. There are 
only seven countries in the world — only seven— that do not have 
some form of MFN from the United States. That is it, only seven. 

MFN is the cornerstone of normal trade relations between the 
United States and other countries. It is through the MFN avenue 
that we have consultations, that we have standing acceptance of 
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each other’s complaints, that we have forums in which to resolve 
complaints and issues, that we build some measure of trust among 
nations, and it is MFN that, of course, is the cornerstone of the 
multilateral trading system which has been so beneficial to the 
United States. So MFN is critical. That is the undergirding, or 
should be the undergirding principle with respect to China. 

Now, does that status ignore differences among countries? 
Certainly not. Does that status suggest that we will not be as vig- 
orous and as aggressive in pursuing trade violations? Absolutely 
not. One can look around the world at all the rest of the countries 
with whom we have an MFN relationship and can see that we are 
every bit as aggressive with respect to trade relations. Korea, 
Brazil, Argentina, Japan, many countries are examples of that. 

The key is not, are as satisfied with trade relations as they are. 
Of course we are not. No one could be satisfied with the trade defi- 
cit figures that Ms. Pelosi pointed to. The question is how best to 
handle that situation. Do we destroy the foundation of the trade re- 
lationship in order to build a trade relationship? I do not think so. 
I think that is ill advised. But, do we have a basic foundation to 
the relationship on which we can then build, and as to which we 
will defend in a targeted way? Yes. We think that is the way to 
proceed and that is what we are doing with China. 

Mr. Matsui. I would like to thank both Ambassador Barshefsky 
and Secretary Lord for their testimony and all the work they have 
been doing. Thank you. 

Ms. Barshefsky. Thank you. 

Chairman Crane. Thank you. 

Ms. Dunn. 

Ms. Dunn. Thank you very much, Mr. Chairman, and welcome 
to both the Ambassadors. 

I agree with the direction the administration has taken in the 
threat of sanctions. I am from a state that would be in grave dan- 
ger of retaliation if that were to occur. So I would like to ask you, 
I read a piece in the Wall Street Journal in the last day or two that 
the Chinese have closed down four piracy factories. I would like to 
know your impression of this action, if you would characterize the 
tone of the negotiations and is it your sense that we will actually 
need next Monday to go ahead with imposing the sanctions? 

Ms. Barshefsky. I think it is too early to tell. The Chinese tone, 
I think, has been constructive, but, of course, we are not. seeking 
to renegotiate the intellectual property rights agreement. We have 
a good agreement. We are seeking action by the Chinese as to its 
enforcement. 

There is no question that the Chinese have closed some factories. 
I do not want to put a number on that yet, but we are in the proc- 
ess of confirming that. There is no question that China is taking 
action and we believe, of course, that it is vital that China continue 
to do so because where we are now is insufficient relative to the 
requirements of the agreement. But I do think the tone has been 
constructive and I think China appreciates that there is no ques- 
tion that absent satisfactory enforcement, sanctions will go into 
effect on June 17. 

Ms. Dunn. Thank you. 
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Recently, there has been a lot of talk among many of us regard- 
ing the idea of extending nondiscriminatory trade treatment to 
China. What are the administration’s thoughts on this idea right 
now? Would you support extending permanent MFN to China? 
Would you support repealing or revising Jackson-Vanik? Could you 
make some comments on this, please? 

Ms. Barshefsky. Of course, the primary objective of the admin- 
istration is to get MFN this year. This is a contentious and difficult 
issue. That is the focus. 

With respect to whether there should be changes in Jackson- 
Vanik, and, of course, there would have to be legislative changes 
to do what you are suggesting, I think that is a matter for 
consultation between the administration and Congress. 

Ms. Dunn. Ambassador Lord, any comment on that? 

Mr. Lord. No. I would have to give you the same answer. 
Obviously, it applies to a lot of other countries besides China and 
it invokes many different issues. We have committed to getting 
MFN this year through the waiver process, but we would have to 
consult with Congress and see what kind of position we have on 
the issue you raised. 

Ms. Dunn. Thank you. 

I would also like to ask you both to address any concrete 
evidence or support for the position of the opponents of MFN that 
isolating China from the international community is going to have 
any positive effects. 

Mr. Lord. I think the biggest problem with that thesis, and I 
touched on it briefly in my opening remarks, although I had to give 
excerpts, is that we would be entirely alone. There is growing con- 
cern about China in the Asia Pacific because of China’s growing 
power, because of its growing nationalism, because of the South 
China Sea and the Taiwan Strait, purchases of military equipment 
from Russia. But I do not know of a single country in the world 
that would join us in a policy of isolation and containment. 

Thus, the first problem with that kind of approach is that it 
would he ineffective. We already see how China plays us off against 
Europe and other countries with respect to contracts and so on, but 
this would be magnified many times over if we went to an actual 
policy of outright isolation and containment. So first, it would be 
ineffective. 

Second, it would forfeit cooperation in many areas that we do 
have parallel policies or reinforcing interests with China. These 
never get attention in the media but they are important. The 
Chinese have been very helpful with the Korean nuclear problem, 
as I pointed out. They have been helpful in the last couple years 
on Cambodia, on drugs, on alien smuggling. We are having an in- 
creasingly important dialog on the environment. Therefore, isola- 
tion would also forfeit cooperation there. 

Finally, China has 22 percent of the world’s population, nuclear 
weapons, a United Nations veto, a huge market. So, I do not see 
how we could possibly even try to isolate China. There is a danger 
that China, through its actions, over time could isolate itself or pro- 
voke containment by others. We genuinely hope that is not the 
case. We are working with other countries to engage them, but 
without naivete. We maintain our force levels. We move our naval 
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ships around when we have to. We enforce sanctions when we have 
to. We press our interests and values. But we also cooperate where 
we can, and we think this mixed approach is a realistic one and 
much better than isolation. 

Chairman Crane. Mr. Coyne. 

Mr. Coyne. Thank you, Mr. Chairman. 

Ambassador Barshefsky, it was pointed out earlier today that we 
are going to experience a $40 billion deficit with China this year 
probably. Could you list what the top products are that make up 
that $40 billion? 

Ms. Barshefsky. In terms of two-way trade, China’s top exports 
to the United States are in consumer electronics, that is low-to me- 
dium-technology products, toys, textiles and apparel, footwear, 
some fertilizers, to name some. The U.S. principal exports are air- 
craft, consumer electronics, including computers, various agricul- 
tural products, some chemicals, machinery, and again to name 
some. 

The composition of trade is not too bad from the United States’ 
point of view. It is a slightly more favorable composition of trade 
than we have with Japan, where we tend to send in raw materials 
more than finished goods. 

Mr. Coyne. But you have a listing of those that are exported to 
the United States? 

Ms. Barshefsky. Yes, we certainly do, and we can provide you 
that in detail with a dollar value, if you would like. 

Mr. Coyne. Thank you. 

It is often said that MFN is really not a good description for this 
treaty, that there really is not that much of an advantage to coun- 
tries who experience MFN with the United States. You indicated 
that there are seven nations, that do not have any advantages with 
the United States, Could you describe three advantages for nations 
to have to be granted MFN status by the U.S. Government? 

Ms. Barshefsky. I do not know if I would use the word advan- 
tages, because, of course, the United States gets MFN from all the 
nations it grants MFN to. But MFN provides for lower grades of 
tariffs. For many countries, it also implies those tariffs cannot be 
raised without compensation, and that is a very important element. 

MFN implies that there can be no discrimination among nations 
who receive MFN treatment, so that, for example, if the United 
States and Europe both have MFN treatment in China, the tariff 
rates for both must be the same and treatment with respect to im- 
ports must be the same. That would include nontariff barriers. 
That is extremely important. So, we are looking at stability in the 
trading relationship and, most critical, nondiscrimination in the 
trading relationship. 

Mr. Coyne. So there are advantages for those nations that do not 
have MFN? 

Ms. Barshefsky. Yes. If I may say, I am happy to provide you 
with the names of the other seven nations. They are Afghanistan, 
Cuba, Cambodia, although legislation is currently pending to grant 
conditional MFN, Laos, North Korea, Serbia and Montenegro, 
where permanent MFN was revoked in 1992 by legislation, and 
Vietnam. Those are the only countries currently without any MFN 
status. 
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There are, of course, several other countries that actually have 
MFN but do not receive MFN treatment, for example, Iran, Iraq, 
and Libya, but it is significant that even they have MFN status. 

Mr. Coyne. Thank you. 

Ambassador Lord, we heard earlier from Representative Solomon 
that China is purchasing submarines and airplanes from Russia. Is 
that a reason of concern for the United States? 

Mr. Lord. It is something we keep our eye on, of course. It is 
of concern and interest. It is of more immediate concern to China’s 
immediate neighbors, where China’s increasing capabilities to 
project power have direct relevance to the Taiwan Strait and the 
South China Sea, for example, whereas they do not really threaten 
us. We are vastly superior to China. But anything that concerns 
our friends and allies, of course, we are concerned about. 

Having said that, and while we should keep an eye on China’s 
growing military power, we should not exaggerate it. First, it is 
very tough to figure out exactly how big they are, because they 
hide their figures. 

Second, there are many indices that suggest that the growth in 
their military budget has not been as huge as some accounts would 
suggest. That does not mean it has not been significant. 

Third, they are starting from a very low base in terms of tech- 
nology and equipment. So, they have a long way to go before they 
are any direct threat to us, but that does not mean we do not 
watch this carefully and with concern, focussing particularly on 
major weapons systems or anything having to do in the 
nonproliferation area, where it is of great concern. 

Mr. Coyne. Is it our government’s position that we ought to keep 
these two issues separate, the fact that there is a buildup and 
trade relations? 

Mr. Lord. Yes, we believe so. In dealing with the security aspect, 
first, we are the preeminent military power in the world, of course, 
including in the Pacific. We have maintained our 100,000-man 
force levels. We have reaffirmed our alliance with Japan in the 
most successful summit with Japan in the last 50 years. We have 
maintained our other alliances. 

Even as we do that as a realistic foundation, we are trying to en- 
gage China bilaterally and regionally in the security area. 
Bilaterally through military exchanges to get a better sense of their 
intentions, their budgets, their strategic doctrine, to expose them to 
the U.S. military, to have an impact on nonproliferation where they 
are important. And second, through regional security dialogs where 
China has been brought in to try to engage them multilaterally on 
security problems. 

One quick example, last summer, the South China Sea was heat- 
ing up. Because of the ASEAN Regional Forum, which is a new se- 
curity dialog in Asia, partly, and also because of strong U.S. and 
ASEAN statements, that issue was at least temporarily diffused. 

So, we want to approach on foundations of firmness but also 
engagement, and the security area is a good example of that but 
should be kept separate, in our view, from the trade area. 

Mr. Coyne. Thank you. 

Chairman Crane. Mr. Payne. 
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Mr. Payne. Thank you very much, Mr. Chairman, and Madam 
Ambassador and Mr. Secretary, thank you both very much for your 
testimony. 

I want in my few minutes to talk just a little bit about the textile 
and apparel industry. There are some real concerns that the people 
who I represent have concerning our relationship with China in 
textiles and apparel. Madam Ambassador, you stated last month 
when you had the preliminary retaliation list that Chinese apparel 
products comprise the largest single category of pirated goods 
seized by U.S. Customs officials. 

We know that we and USTR have struck a very good bilateral 
textile agreement with China. However, we also hear from 
Customs that between $2 and $4 billion a year is transshipped 
from China to the United States, circumventing that agreement. 
The industry thinks that there may be more than that, perhaps as 
much as $8 billion a year. 

This comes at a time when the industry has agreed, as in the 
GATT Agreement, over 10 years to give up a quota system, do 
away with the Multifibre Agreement. For a variety of reasons, 
what this has meant to an industry is that in the last 16 months, 
more than 170,000 jobs have been lost in this country. So it is a 
time, that people are looking at the laws, the agreements, making 
sure that they are going to be enforced, and to look at market ac- 
cess opportunities to see how we might sell our goods in other 
countries as we move into this globally competitive environment. 

I have always supported MFN status for China. I do think that 
constructive engagement is the right way for us to proceed. But, at 
the same time, I need to have some understanding about where we 
are going relative to some of these concerns with China. If you 
could elaborate on that, and also any kind of market opening dis- 
cussions or opportunities that we might have for us to sell our 
products in that country, I would appreciate your comments on 
that, as well. 

Ms. Barshefsky. Thank you. Last month I indicated that the 
single largest pirated crop that Customs seizes every year from 
China is textiles, usually a trademark violation but other violations 
were found, as well. The interesting point there, of course, is that 
these are Customs seizures. That is to say, we are getting much 
better with respect to our own border enforcement at attacking 
illegitimate goods. 

We are currently, with respect to the issue of transshipment, in 
consultations with the Chinese over about $1 billion in potentially 
transshipped goods. The interesting feature about this current ne- 
gotiation is that this is the first time we will be in a position, if 
these allegations prove true, to triple-charge China’s quota with re- 
spect to these potentially transshipped goods. So, these are very 
important consultations and I think China understands full well 
that if the evidence is there, we will, in fact, triple-charge their 
quota, as we have a perfect right to do. 

The textile agreement we entered into has proven quite effective 
with China. Last year, imports from China were down by about 5.6 
percent. That is about a 17-percent increase in apparel imports 
from the Caribbean countries. So, this was not because our market 
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was shrinking in size. There was a shift from China, which in some 
areas is a less competitive producer. 

With respect to market access efforts into China, I would ask 
that our chief textile negotiator. Ambassador Hayes, get in touch 
with you on the status of those discussions. 

Mr. Payne. Thank you very much. Madam Ambassador. I look 
forward to continue to work with you on this important subject. 

Ms. Barshefsky. Thank you. 

Chairman Crane. Ms. Dunn asked me to put this question to 
you both. If MFN were discontinued, would that have an impact on 
Hong Kong and Taiwan, and if so, what kind? 

Ms. Barshefsky. I think there is no question, if MFN were re- 
voked, the impact on Hong Kong would be potentially quite severe. 
Hong Kong itself estimates substantial diminution in their GDP if 
MFN were revoked, as well as substantial disruption with respect 
to trade ties. 

The impact on Taiwan is somewhat less clear, if only because 
Taiwan is not the transshipment point that Hong Kong is for 
Chinese goods, but there is no question there would be some degree 
of adverse impact on Taiwan. That is on the economic side. I think 
Ambassador Lord might want to add to that, though. 

Mr. Lord. In addition to that, with respect to Hong Kong, you 
would have the psychological impact as they head toward the July 
1, 1997, turnover to Chinese sovereignty. It is a rather fragile situ- 
ation as it is, and so beyond the economic would be the political 
and psychological impact. As I mentioned in my opening remarks. 
Governor Patten and Martin Lee, who are not known to be apolo- 
gists for Beijing, nevertheless were very strong on the need to ex- 
tend MFN, precisely because of your question of the tremendous 
economic and other fallout that would occur there. 

Taiwan itself, I do not believe, has come out publicly on this 
issue, but it is fair to say they would not like to see MFN revoked, 
and it is partly for economic reasons. I agree with Ambassador 
Barshefsky. The impact probably would not be quite as severe or 
as easily quantifiable, but certainly their own trade would be dis- 
rupted. There are some production factories in China that export 
to us that would be affected, as well. So, this would have an impact 
on Taiwan, but I think the blow to Hong Kong is even more 
serious. 

Chairman CRANE. I want to thank you both for your patience 
and for your willingness to come here and testify this morning. 
With that, you folks are free to leave. 

Ms. Barshefsky. Thank you, Mr. Chairman. 

Mr. Lord. Thank you. 

Chairman CRANE. You are welcome. 

Chairman Crane. I will invite our next panel of colleagues, 
Christopher Smith, Frank Wolf, Marcy Kaptur, Christopher Cox, 
Dana Rohrabacher, Thomas Ewing, and Joseph Scarborough, if you 
will all be seated. 

We will proceed in the order that I just called out on our list of 
witnesses here. Mr. Smith, you open up, please, and Mr. Wolf will 
follow you. 
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STATEMENT OF HON. CHRISTOPHER H. SMITH, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF NEW JERSEY 

Mr. Smith. Thank you very much, Mr. Chairman. I thank you for 
this opportunity to appear before the Subcommittee. 

Mr. Chairman, the Clinton administration celebrated the 
delinking of most-favored-nation status from human rights in 1994. 
It was the most egregious example of a broader policy in which the 
U.S. Government has brought about an almost total delinking of 
human rights from other foreign policy concerns. Although the cur- 
rent administration justly criticized its predecessors for subordinat- 
ing human rights to other concerns in China and elsewhere. Bill 
Clinton called it “coddling dictators”. The Clinton administration, 
however, has coddled as few have coddled before. 

And yet, not all the blame for the sharp departure away from 
human rights and toward an amoral foreign policy falls on the 
Clinton administration. The very forces that have influenced the 
Clinton administration to do the wrong thing, short-sighted busi- 
ness executives who put short-term profits ahead of enduring val- 
ues, career diplomats who think their job is to deal with tyrannical 
regimes on whatever terms seem possible, and that human rights 
are a distraction will be actively engaged in trying to have the 
same influence on a Republican administration after January of 
next year. 

They are actively engaged in trying to influence the Congress 
today on the question of MFN. Each year as the time approaches 
for Congress and the President to review the question of MFN for 
the government of the PRC, Members of Congress are approached 
by representatives and business interests who support it. Their 
argument is that “constructive engagement” is the best long-term 
strategy for promoting human rights in China. 

The biggest problem with this strategy is that it has not yet suc- 
ceeded in the 20 years or so that our government has been trying 
it. Our government has been embroiled in a 25-year one-way love 
affair with the Communist regime in Beijing. There is no question 
that increased contact with the West has changed China’s economic 
system, but there is little or no evidence that it has increased the 
regime’s respect for fundamental human rights. 

In discussing human rights strategies with people who do busi- 
ness in China, I find it helpful to ask the following questions. One, 
what specific opportunities have you taken to raise human rights 
concerns with your trading partners in PRC government contacts? 
Specifically, what steps have you taken to protest the continued 
imprisonment of Tiananmen Square dissidents and other political 
prisoners? What have you done to protest the use of torture, forced 
abortion and forced sterilization, harvesting of organs from exe- 
cuted prisoners, and the arrest and detention of such great and 
brave people like Wei Jingshen? 

When I sat down with some members of the U.S. Chamber of 
Commerce in Beijing 2 years ago, one of three human rights trips 
to China, I was met with blank stares when I said, have you ever 
sat down and spoken with a dissident and heard what his perspec- 
tive or her perspective might be on human rights in China? 

Also, I think it is useful to ask, what charitable contributions 
have you, the business community, made to the Laogai Research 
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Institute, Democracy in China, Human Rights Watch, Amnesty 
International, Freedom House, the China programs of the National 
Endowment for Democracy, and other nonprofit organizations de- 
voted to freedom and democracy in China? Where do you draw the 
line? It is a fair question. Where do you draw the line? Are there 
any human rights violations so loathsome or any pattern so clear 
and strong that you would stop doing business in the People’s 
Republic of China? 

Ambassador Winston Lord said a moment ago that the Chinese 
could reach a point where they might isolate themselves. I think 
that is highly unlikely with this administration, because as one 
abuse after another becomes manifest and is made known, we just 
make a statement, we say it is not good, and business as usual 
continues. 

Unfortunately, the answers to these questions, I would submit, 
usually show that our commercial engagement with state- 
controlled entities in the PRC has not, in fact, been constructive as 
it might have been. 

Just let me point out, Mr. Chairman, because my time is almost 
up, that our own country reports on human rights practices makes 
it very clear that the PRC’s performance continues to deteriorate 
in the area of human rights, that significant regression has been 
the order of the day, not significant improvement. Things have not 
gotten better for the average person in China. 

Religious freedom has gotten worse. When Li Peng issued his 
two decrees, 144 and 145, 2 years ago, the crackdown on the 
Evangelical Church and the crackdown on the Catholic Church 
began in earnest. They see that as a threat because people are will- 
ing to endure punishment for their faith, so the regime has gone 
down with an iron fist on people of faith. The same is true for the 
Buddhists in Tibet and the continued genocide that has occurred 
in that country. 

It seems to me, Mr. Chairman, that the unintended but inescap- 
able message that our dealings with the Chinese Communists is, 
and this emerges from the objective data, even where our words 
and actions have been strong as well as where they have been 
weak, is that we will tolerate the destruction and the devastation 
of many lives in China only if they will just stop pirating software. 
We put profits above people, and we talk about isolation. 

They need our markets, Mr. Chairman. The balance of trade is 
$35 to $40 billion in their favor. They have to find markets. They 
are not going to find those markets in Europe or Australia or in 
other Asian countries. They are going to find them here. We have 
real leverage. We have failed to use it. I believe that we ought to 
take away MEN. 

Thank you, Mr. Chairman. 

Chairman Crane. Thank you, Chris. 

Frank. 

STATEMENT OF HON. FRANK R. WOLF, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 

Mr. Wolf. Thank you, Mr. Chairman. 

Last year, we gave China MFN and what has happened? We 
learned that the Chinese Communist state-owned companies with 
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close ties to the Chinese military were attempting to smuggle AK- 
47 assault weapons into the United States and sell them to gangs, 
gangs that could kill American men and women and boys and girls. 
We learned the same smugglers were willing to sell the same vio- 
lent gangs hand-held surface-to-air missiles, “red parakeets” that 
could take out 747s. 

Since that time, we learned that the Chinese Government sold 
ring magnets for use in enriching uranium and M-11 missiles to 
Pakistan. We learned that the Chinese government was supplying 
nuclear technicians and equipment to Pakistan. Since that time, we 
learned that the Chinese Communists sold patrol boats to Iran. 
Since that time, we learned that the Chinese companies are help- 
ing the Iranian government to build poison gas factories. Since that 
time, we learned that the Chinese Communist government is mak- 
ing deals with Russia to buy SS-18s. 

Since that time, we have obtained more evidence that babies are 
dying of neglect and deprivation of medical care. We saw the pic- 
tures of them tied in the cribs. Since that time, we heard of the 
persecution of Christians and people of faith, the persecution of the 
Catholic Church. There are bishops in jail. There are priests in jail. 
There are Protestant pastors in jail. There are even Evangelicals 
in jail. As Congressman Chris says, no one in the business commu- 
nity speaks out on the issue at all. 

Since that time, we learned that the Public Security Bureau cir- 
culated an arrest warrant with the names of 3,000 names of 
Protestant Evangelical Christians. Nothing more has changed. 

Since that time, we continue to hear the case of Chinese 
Christians being arrested. Catholic priests arrested, bishops again 
arrested, Moslem protesters arrested. Since that time, Tibet has 
been plundered. Tibet monks have been arrested. Nuns have been 
arrested. Since that time, many have been tortured or forced to 
strip off their clothes before beatings and routinely raped in jail. 
Since that time, the Chinese government arrested and detained 
Harry Wu. Since that time, just last year, the Chinese Communist 
human rights abuses continue. 

Public executions — we did a “Dear Colleague” letter asking the 
whole Congress to come and see the public executions that we have 
on tape. Seven Members of Congress took the time to come. In 
1983, when Ronald Reagan gave the “evil empire” speech in 
Orlando, if we had had a photo showing the Soviet Communists 
shooting people in Perm Camp 35, everyone would have come be- 
cause everyone in Congress and everyone in the administration 
was very interested in it. This year, we get no one to come. 

No Member of this Subcommittee in good conscience ought to 
vote — if you are going to give them MEN, I think you ought not to 
vote on this issue until you see the 13-minute film. They line them 
up, they put a pistol in the back of their head, they shoot them, 
they hit the tarp, they cut them open and they take the kidneys 
and their cornea. That is all since the time we have given them. 

There are more gulags in China than there were in the Soviet 
Union when Solzhenitsen wrote “Gulag Archipelago.” Intellectual 
technology — it goes on and on. 

Fortunately, the American people are farther ahead than this ad- 
ministration, and quite frankly — I should not say this, but I am — 
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if I were Winston Lord, I would quit. I would leave my job, because 
to defend a fundamentally immoral policy of what they do year 
after year, when more Christians are persecuted — the fact is, the 
endangered species in this world are Christians. When Christians 
get persecuted, not one business speaks out. Motorola will not 
speak out. Boeing will not speak out. McDonnell Douglas will not 
speak out. They will all go to church or Mass on Sunday but no 
one speaks out. 

Do you remember the rally that we had in the eighties? Do you 
remember the rally on the mall when 250,000 people came because 
of the persecution of those of the Jewish faith? We stood together 
in solidarity. What Member of Congress in the eighties, what ad- 
ministration, what assistant secretary would have had the nerve to 
publicly say that we should give MFN to the Soviet Union when 
Sharansky was in Perm Camp 35 and Sakharov was under house 
arrest? No one would have. Now we even see Members of Congress 
saying that we should give permanent MFN. 

Chris was right. The business community would not speak out 
for Harry Wu. They would not speak out for the Catholic priests. 
They would not speak out for the Evangelical pastors. They will not 
speak out for the Buddhists that are persecuted in Tibet. They will 
not speak out when AK-47s and shoulder-holster missiles are 
being sold to street gangs in Los Angeles What will they speak out 
for? 

I urge this Subcommittee to not give them MFN. But if you do 
give them MFN, condition it or do something, because if we do not 
do it, next year, I will predict you will see the Chinese army 
marching into Hong Kong, and then you are going to ask yourself, 
did you do the right thing? 

Do not give them MFN this year. There has been no improve- 
ment. I say that as someone who last year introduced a resolution 
to take away MFN, then voted against it and voted to table it be- 
cause I thought we had worked out a fair compromise. Nothing 
ever happened. 

Do not give the Chinese Communists MFN. If you would not give 
the Communists in the Soviet Union MFN in 1980, do not give 
these people MFN in the nineties. I just submit the rest of my 
statement, if I may. 

[The prepared statement follows:] 
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Statement of Rep. Frank R. Wolf (R-VA) 

Before the House Subcommittee on Trade 
June 11, 1996 

Hearing on China’s Most-Favored-Nation Trade Status 


Thank you Mr. Chairman and members of the subcommittee for the opportunity to 
testify before you today. 

Last year, I introduced a resolution to disapprove President Clinton’s decision to 
extend Most-Favored-Nation trading status to the People’s Republic of China (PRC). I 
later voted to table it. Why? 

Because, after negotiating with Chairman Bereuter of the House Subcommittee on 
Asia, Rep. Pelosi and others, I believed that we had crafted a piece of legislation which 
would, for the first time, unify the pro-MFN and anti-MFN forces and send a strong 
message to China. The U.S.-China Policy Act was an attempt to put Congress on record 
in a unified way about the problems in the U.S.-China relationship and force 
administration accountability for its failed policy. Had the bill been enacted, for the first 
time ever, the U.S. Congress would have gone on record in support of China’s democracy 
movement In exchange for this legislation (which passed the House with an 
overwhelming vote of 416-10), I voted to table my own resolution, in effect voting to 
give MFN to China for another year. Unfortunately, this bill was not pushed in the Senate 
and it died. China got MFN and avoided criticism. 

And what happened this year? 

We learned that Chinese state-owned companies with close ties to the Chinese 
military were attempting to smuggle AK-47 assault weapons into the United States for use 
by violent L.A. street gangs. Guns that could kill American boys and girls. 

We learned that these same smugglers were willing to sell to the same violent 
gangs hand-held surface-to-air missiles — Red Parakeets — powerful enough to shoot 
down a 747 jumbo jet. These missiles can be launched from shoulder holsters and are 
also capable of taking out tanks. 

We learned that the Chinese government sold ring magnets for use in enriching 
uranium and M-1 1 missiles to Pakistan. We also learned that the Chinese government is 
supplying nuclear technicians and equipment for a Pakistani plutonium reprocessing plant 
which in the words of Bill Triplett, a former counsel to the Senate Foreign Relations 
Committee, would provide “one stop shopping for nuclear war, courtesy of the Chinese.” 

We learned that China sold patrol boats to Iran and that Chinese companies are 
helping the Iranian g6vemment build poison gas factories. 

We learned that China is making deals with Russia to buy SS-18 missiles. 

We have obtained more evidence that babies are dying of neglect, deprivation of 
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medical care and starvation in Chinese state-run orphanages. We saw pictures of starving 
children tied to their cribs to die. 

We hear that the persecution of Christians and other people of faith is 
intensifying. The Chinese government issued strict new religious guidelines in January, 
that Chinese religious officials have vowed to pull up house churches by their roots and 
that Chinese Christians are experiencing the worse persecution since the pre-Deng period 
of the late I970's. We learn that the Public Security Bureau is circulating an arrest 
warrant with the names of 3,000 names Protestant Evangelical Christians. 

We continue to hear case after case of Chinese Christians being arrested, detained, 
imprisoned, and sent to labor camp for practicing their faith. The number of such cases 
are increasing. 

Christian churches are being bulldozed and that students and teachers who refuse 
to join China’s “official” Catholic church are purged from schools. 

The Chinese government is brutally suppressing Muslim protestors in the 
Western province of Xinjiang. 

Repression in the region of Tibet has intensified and that in 199S, SO percent more 
Tibetans were arrested for political offenses than in the previous year. The Chinese 
government is giving out longer sentences for political offenses in Tibet, has tightened 
control over nunneries and monasteries and demanded declarations of loyalty from , 
thousands of Tibetan people. 

We continue to hear stories of Tibetans being tortured in prison by electric shock, 
severe beating, self-tightening handcuffs and by being forced to assume difficult and 
painful positions. We received reports that Tibetan monks and nuns are required to strip 
off their clothes before beatings and are routinely raped in jail. 

We learned that the Chinese government had arrested and detained American 
human rights activist Harry Wu. 

China’s human rights abuses continue unabated. Public executions are a standard 
way of keeping the masses in line and that prisoners are shot in the back of the head with a 
pistol at point-blank range in front of thousands of observers. 

We know that when these prisoners die, doctors are standing by to take out their 
kidneys or corneas which are then sold to foreign buyers for transplantation for as much as 
$30,000 a piece. 

We continue to hear reports that population officials force women to have 
abortions to keep the population down and deny medical and care and economic 
opportunity to families that refuse to abide by this draconian policy. 

China has not dismantled the laogai, a system of gulags larger than that which 
existed under Stalin’s Soviet Union but which same the same purpose - to brainwash 
through backbreaking labor and brutal conditions. 
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China has not fully complied with the 1992 Memorandum of Understanding 
requiring that U.S. officials be allowed to inspect prisons suspected to use slave labor to 
manufacture goods for exports. We know that these goods continue to come into the 
United States; 

China has blatantly disregarded the 199S intellectual property agreement and that 
Chinese factories continue to rip off American technology, software, and other 
copyrighted material. 

We know that almost all leaders of China’s democracy movement are either in 
detention, in labor camps, in exile or under house arrest. Those who have supposedly 
been released from jail are still subjected to intense surveillance and restrictions of 
movement and speech. We watched as China’s most prominent dissident Wei Jingsheng 
was sentenced to 14 years in prison; Chen Ziming’s medical parole was revoked; and 
Wang Dan disappeared without a trace. Human rights observers say this is the worst time 
for dissidents since the immediate aftermath of the Tiananmen Square incident. 

So Mr. Chairman, what improvements have we extracted through our current 
policy? The answer is none. In all three areas of concern, human rights, proliferation and 
trade, the situation has worsened.. 

It seems to me that Congress and the administration has failed to leam finm 
history. Nobody on this subcommittee or in Congress would have gone down to the floor 
and voted to give MFN to the Soviet Union when Natan Sharansky was in Perm Camp 35 
or Andrei Sakharov was under house arrest. It would have been unthinkable. 

Last week, six prominent Chinese dissidents, all of whom had been student 
leaders in Tiananmen Square, came to Congress with this message; Western pressure 
works. When Western pressure is applied firmly and consistently, prison conditions got 
better. When Western pressure is applied firmly and consistently, the tight reins of 
repression were loosened. 

Yet, today, there are some in this Congress and the administration who now 
advocate giving China permanent MFN. Do we ever leam? 

Unconditional MFN is the backbone of a failed U.S. policy toward China. 

How much will it take for this Congress to wake up and focus on the threat that 
China’s actions pose to our national security, our belief in democracy and our continued 
economic prosperity? How long do we want to continue helping China create a powerful 
economy and a powerful military unchecked by political transparency and a rule-of-law 
based system? 

There is no evidence that unconditional MFN is advancing U.S. interests with 
regard to China. I cannot support it this year and neither should this subcommittee. 

Let’s revoke MFN and engage China on our terms. Thank you. 
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Chairman Crane. Thank you, Mr. Wolf. 

Ms. Kaptur. 

STATEMENT OF HON. MARCY KAPTUR, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 

Ms. Kaptur. I am very impressed with Congressman Wolfs testi- 
mony, and I would just say that the large corporations of our coun- 
try, including Boeing, not only do not stand up for Christians, they 
do not stand up for democracy. 

This is not in my testimony, but I had dinner with the head of 
Boeing one night here in the Capitol one and a half to 2 years ago 
and I asked him why, as one of our premier business leaders, he 
did not speak out on some of these concerns. He told me that he 
had had dinner with the premier of China and that he played the 
violin and any man that had music in his heart could not be all 
bad. I will never forget that. 

Mr. Chairman, I appreciate the 5 minutes. I wish I had 15 min- 
utes. But, I am one Member of Congress who strongly believes that 
a new course must be struck in our relations with China, a course 
that reflects the rule of law and everything that we stand for, if 
we stand for anything as a people. After 20 years, China MFN has 
proven to be too thin a reed on which to base our bilateral relation- 
ships with China. 

It is unfortunate that you and your Subcommittee Members are 
put in this position. This issue should not be before you in this 
way. Our foreign policy should be based on three tenets, obviously, 
realism in the world we live in; reciprocity, which is something I 
want to talk about here; and most importantly, the development of 
democratic principles beyond our shores. 

But what has been happening is we as a country have been using 
trade policy as an indirect means of creating foreign aid, because 
you could never get the type of assistance that is needed in the 
Chinese situation through this Congress today. Because the burden 
of this misguided trade policy are borne so unequally in our soci- 
ety — Mr. Payne was talking about his concern for textile workers — 
there is no question that China MFN contributes to the undermin- 
ing of our own middle class and sense of fairness to our own people. 

China MFN bolsters and perhaps prolongs the existence of 
authoritarian regimes, as in China, while undermining our own do- 
mestic economic interest, which is where I want to focus on in my 
remarks today. These charts are attached to your testimony. 

Since 1974, our trading relations with China were supposed to 
have improved if we just renewed MFN for one more year. This has 
not happened. Those red lines indicate what has happened with 
our trade deficit with China since 1974. Just in the past decade, 
our trade deficit has increased with them by over 1,000 percent. 
That means imports minus exports, because our exports, even 
though they have been at a flat or slightly increasing level, which 
is the bottom green line in that chart, the imports that have been 
coming in here have been increasing at an alarming rate, getting 
larger each year in total volume as well as real rate. 

This year, that deficit is projected to be over $40 billion. In fact, 
33 percent of China’s exports come to our country. There are 250 
million of us. There are 1.25 billion of them. Just mathematically, 
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what is happening here is unsustainable in the long term. Only 2 
percent of our exports go into that market. 

Right now, that trade deficit with China comprises one-fourth of 
the $160 billion trade deficit that we sustain with the world. It re- 
sults in lost jobs here at home, a ratcheting down of our wages. Let 
me point out that the effective tariff rate under MFN will be about 
2 percent. Their effective tariff rate against us, depending on the 
goods, is between 30 and 40 percent. 

There is no reciprocity in this agreement. Why do we sustain this 
as a society when we get nothing in terms of the development of 
a free market, a free society on the other end? We are putting the 
gun not just to the Chinese people but to the heads of our own peo- 
ple who are losing these jobs all over the United States of America. 

In terms of the exchange rate, and I just want to put this on the 
record because it is in my testimony, China has two exchange 
rates, the one that they officially say is theirs and then the real 
one, which is the one that they manipulate. The exchange rate they 
have been using effectively results in a subsidy to their exporters 
valued at over $15 billion, which makes it so much more difficult 
for our people to get our goods into the Chinese market, and effec- 
tively gives China such an incredible subsidy that benefits their ex- 
porters, including their army, which is well documented in these 
figures. 

My time has expired, but our testimony documents the other 
nontariff barriers. I have only talked about tariff barriers and ex- 
change rates. The nontariff barriers that we include in our testi- 
mony are important for you to reflect upon. 

I just say in conclusion, Mr. Chairman, I would hope that what- 
ever happens on your Subcommittee, or in in Full Committee, that 
you give us a chance to fully debate this on the floor of Congress 
so that we can bring up the concerns of the Members that are here 
before you and others in a much more complete way. I think that 
this relationship is exceedingly important and it does not deserve 
to be low-balled inside this Congress. 

Thank you very much for the opportunity to appear. 

[The prepared statement and attachments follow:] 
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TESTIMONY ON RENEWAL OF CHINA MFN 
CONGRESSWOMAN MARCY KAPTUR (D-OH) 
SUBCOMMITTEE ON TRADE 
WAYS AND MEANS COMMITTEE 
JUNE 11, 1996 


Mr. Chairman, thank you for inviting me to testify before you and 
your Subcommittee today on the question of whether to renew China's 
Most Favored Nation status for another year. Given the explosion in 
our trade deficit with China, and the increasing potential for 
military conflict in Asia, the .vote on China MFN is easily one of 
the most important votes of our day. I am one Member of Congress 
who strongly believes that a new course must be struck in our 
relations with China -- a course that reflects the rule of law, and 
benefits the wider populace of both our great nations rather than 
the base interests of a few. 

After twenty years, China MFN has proven to be too thin a reed on 
which to base our bilateral interests. I will vote against renewal 
of China MFN as a first step in shaping a new foreign policy path 
with China. U.S. foreign policy must be based on three tenets: 
realism, reciprocity, and the development of democratic principles. 

The United States can no longer afford to use our trade policy as 
an indirect means of foreign aid. And because the burden of this 
misguided trade policy are borne so unequally in our society, China 
MFN contributes to the undermining of our middle class and sense of 
fairness. Finally, China MFN bolsters, and perhaps prolongs, the 
existence of authoritarian regimes such as found in China, while 
further undermining our own domestic economic interests. Renewal of 
China MFN simply makes no sense. 

Congress has been voting annually on MFN since 1974 when Jackson- 
Vanik was signed into law, a law which tied the internal politics of 
non-market economies to their external trading relations with the 
U.S, It was a classic carrot-stick approach to policy. The carrot 
was the U.S, market. The stick was taking away a nation’s Most 
Favored Nation trading status. While China has been gorging itself 
on the carrot of the U.S. market, somewhere along the line we lost 
the stick to affect change in regard to China's attitude and 
policies towards the U.S. and her own citizens. 

THE GROWING U.S.-CHINA TRADE DEFICIT 


Every year since 1974, President after President, from Ford to 
Clinton, has stood before Congress and the American public to assure 
us that our trading relations with China will improve IF China MFN 
is renewed just one more year. This, of course, has not happened. 

Let me refer to the first chart attached to the back of my 
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testimony. Over the past decadef the U.S. has recorded over a 1,000 
percent Increase in our trade deficit with China. And the rate of 
disadvantage to the U.S. increases each year. In 1996, the U.S.- 
China trade deficit is projected to top $40 billion dollars, 
breaking yet another record. Thirty-three percent of China's 
exports, one of out of every three products, end up on U.S. shelves. 
At this pace, China will surpass Japan in the next two to three 
years as the nation with which we have the biggest bilateral trading 
deficit . 

May I remind you that trade deficits are a form of debt, and like 
all debt, they must be repaid with interest. Last year, the U.S. 
owed the world over $160 billion because of our trade deficit in 
goods. That is more than our annual federal budget deficit. In 
1995, China's $34 billion share of our foreign debt due to the trade 
deficit was almost a quarter of the total, and projected to grow 
rapidly. Like the budget deficit, the trade deficit, if left 
unchecked in its growth, will result in more lost U.S. jobs, the 
ratcheting down of U.S. wages, and increasing pressure for a rise in 
domestic interest rates in order to attract the offsetting foreign 
capital to our current account deficit. I do not need to tell you 
what impact any rise in interest rates has on economic growth and 
America's future. Quite frankly, we are mortgaging the future of 
the United States to countries like China with which we continue to 
run unsustainable trade deficits. 

Many of the supporters of China MFN will point to the growth of U.S. 
exports to China as a reason to renew China MFN. I would like to 
refer you now to the second chart attached to my testimony. Vfiiile 
U.S. exports to China have increased, the growth has been fairly 
flat in relation to the explosion of Chinese imports flooding into 
our country. While China exports at least 33 percent of its goods 
to the U.S., less than 2 percent of our exports are destined for 
China, less than tiny Hong Kong or Taiwan. Using only percentages, 
it is therefore somewhat disingenuous to claim a huge increase in 
our exports to China while starting from such a low starting base. 

If you will recall, this was a favorite debate point utilized by 
Japan during the recent auto dispute, claiming huge increases of 100 
percent while, in actuality, only allowing in a few more U.S. 
automotive exports. Measured in absolute terms, it quickly becomes 
obvious that our exports to China are, in fact, not growing fast 
enough, as this gap in the chart yawns even larger with each passing 
year . 

BARRIERS TO TRADE WITH CHINA 

It is not difficult to understand why U.S. exports are continuing 
only to trickle into China. China is a closed, command economy. 

For example, while the U.S. charges an average MFN tariff rate of 2 
percent or less on China's imports into the U.S., China charges 
average tariff rates of 30 to 40 percent on U.S. exports into China. 
With U.S. exports facing tariff rates up to twenty times greater 
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than our own tariff rates, it is no wonder that U.S. exports to 
China remain flat . 

■There is a further discrepancy when one considers the exchange rate 
between the U.S. and China. While the U.S. has only one fully- 
convertible currency, the dollar, China has at least two separate 
exchange rates for the Yuan -- the official rate for foreigners and 
Che unofficial rate for the Chinese themselves. In 1993, the last 
year for which I have data, the official exchange rate was 5.7 Yuan 
CO the dollar. The unofficial rate in 1993 -- the rate set by the 
market and not Che government -- was 8.4 Yuan to the dollar. There 
is a difference of almost 50 percent. 

This gap between the official Chinese exchange rate and the 
unofficial exchange rate serves to: 1) act as a subsidy for 
officially-approved importers and exporters in China's trading 
sector, namely the Chinese government itself; and, 2) act as a non- 
tariff barrier to U.S. exports competing with domestic goods in 
China. The price of U.S. exports sold in China are inflated by 
nearly half because of the difference between the official and 
unofficial exchange races. Moreover, with the U.S. buying $31.5 
billion worth of Chinese goods in 1993, mostly at Che official 
exchange rate, China's exporters received a subsidy worth at least 
$15 billion dollars from what the market price would have been. 

Finally, after paying high tariffs, and after factoring in the 50 
percent exchange rate subsidy, U.S. exports face significant non- 
tariff barriers Co China's market, including quotas, import 
licensing agreements, and other regulations. Let me quote from the 
United States Trade Representative's "1996 National Trade Estimate 
Report On Foreign Trade Barriers", It states: "China still 
maintains a large number of non-tariff administrative controls to 
implement its trade and industrial policies." The USTR report goes 
on to state that non-tariff barriers are administered at national 
and subnational levels, and are annually negotiated and set by 
China's central government. 

The impediments to trade with China are not limited solely to 
tariffs, non-tariff barriers, and the gap between the official and 
unofficial rate of the Yuan in China. The USTR has documented 
abuses in the setting of arbitrary standards, testing, labeling and 
certification. Government procurement in China remains largely 
closed to foreign competition. China engages in export subsidies, 
theft of intellectual property, and employs an array of barriers to 
services and foreign investment. In short, China is notorious for 
engaging in predatory, anti-competitive practices. 

WHO BENEFITS FROM CHINA MFN RENEWAL? 


Having established the true nature of our trading relationship with 
China, rather than some glorified version concocted for media 
purposes, the obvious question to then ask is: Who benefits from 



85 


renewal of China MFN? 

American workers, who must compete with sweatshop labor and this 
flood of Chinese goods into the U.S., certainly do not benefit from 
China MFN. While the supporters of China MFN are quick to cite the 
jobs created by U.S. exports, little is said of the good jobs 
destroyed by this policy. The Administration states that 20,000 
U.S. jobs are created for every billion dollars of trade. it is 
obvious to most Americans that the reverse is also true -- 20,000 
U.S. jobs can also be destroyed by every billion dollars in imports. 
In 1996, with a projected trade deficit of $40 billion with China, 
800,000 Americans can expect to lose their jobs because of our trade 
deficit with China. Who in the U.S. A. calls these casualty figures? 
No one. 

Let me illustrate this point with an example from the U.S. textile 
and apparel industiry. Last year, the U.S. imported nearly $4.5 
billion of articles of clothing, apparel and accessories. Many of 
these goods were made in sweatshops in China, with Chinese workers, 
mostly women, making maybe 10 cents an hour. You would recognize 
the brand names -- Nike athletic shoes. Barbie Dolls by Mattel, Sara 
Lee products, and so on. 

In the United States, the textile and apparel industry teeters on 
the brink of extinction because of trade deficits with China and 
other nations that support sweatshop labor. Over the past twenty 
years, approximately 300,000 workers in the textile industry -- 
mostly women located in rural areas where jobs are scarce -- have 
lost their jobs. Over 40 percent of the industry is no longer 
employed. American workers in the textile industry, who might make 
$5 an hour, simply cannot compete against slave labor conditions in 
China. For these American workers, China MFN, and another $5 
billion textile and apparel deficit with China this year, will mean 
another 100,000 lost jobs. 

If the majority of American workers do not benefit from renewal of 
China MFN, who does? Supporters of China MFN point to American cost 
savings for American consumers. But I challenge anyone to come 
shopping with me at my local department store and show me a price 
difference between one good made in China and the exact good made in 
the U.S. There is no price difference. 

We are therefore left with a handful of U.S. multinationals, 
primarily importers which outsource most of their production in 
China, as the true beneficiaries of China MFN. 

Companies like Wal-Mart have a big stake, a billion dollar stake, in 
the renewal of China MFN, Wal-Mart is, in fact, China's biggest 
customer, relying on 700 sweatshops located in China to manufacture 
its products, only then to import these same goods back into the 
United States. One thousand shipments a year from China end up on 
Wal-Mart 's shelves. 

People like David Glass, the CEO of Wal-Mart who made over a million 
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dollars last year, benefit from the renewal of China MFN. Or the 
other top five executives of Wal-Mart who together made over three 
million dollars in 199S. 

And more, the renewal of China MFN will benefit the Chinese 
government, and more specifically, the People’s Liberation Army, 
which dominate China's trading sector and China's economy as a 
whole. As reported by the CIA, state-owned enterprises account for 
50 percent of China's industrial output; collective firms represent 
another 40 to 45 percent of industrial output. Together, the 
"state-owned and collective" sector represents over 90 percent of 
China's industrial economy. 


CONCLUSION 


In conclusion, U.S. -China policy, rooted in China MFN, is 
unsustainable, and even dangerous, over the long-term. Renewal of 
China MFN for another year will do nothing to achieve reciprocity, 
and even less to develop a. free market in China or democratic 
institutions our nation claims to represent. In fact, given China's 
record over the past year -- i.e. breaking almost every agreement 
that China has entered into with the U.S. -- China MFN may even 
exacerbate tensions with China by reducing the leverage which the 
U.S. has at our disposal. 

On economic merits alone, China MFN should be revoked. China 
remains a closed economy which actively keeps U.S. exports and 
investment from entering its market. Reciprocity in our trading 
relations with China is non-existent. China's idea of MFN is to 
charge tariffs on U.S. goods that are twenty times greater than U.S. 
tariffs on China's imports, and to set up a two-tier exchange rate 
system which serves as both a non-tariff barrier and subsidy. 
Finally, China is actively seeking to expand its own exports by 
engaging in predatory practices, such as dumping and producing 
counterfeit goods. 

Most importantly, it should be recognized that China MFN has costs 
here at home -- lost U.S. jobs, erosion of our manufacturing base, 
growing debt, to name a few. It is my firm belief that these costs 
outweigh any benefits accrued to a few U.S. multinational 
corporations . 

A recent Wall Street Journal/ NBC News poll indicated that over 60 
percent of Americans demand improvement from China before renewing 
China MFN for another year. Shouldn't we listen to our people for a 
change? China remains a closed economy ruled by an authoritarian, 
Communist regime which regularly disregards the rule of law. This 
fact is not going to change unless we change our policy towards 
China. We should start by revoking China's MFN status this year and 
return to the negotiating table from a position of strength. Let's 
use our market power to our advantage, and to promote reciprocity, 
democracy and the rule of law. 
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READ BETWEEN THE LINES: 

China’s Imports Into the U.S. Have Exploded 
As U.S. Exports Trickle Into China 

1986-1996 



1986 1987 1988 1989 1990 1991 1992 1993 1994 .1995 1996 
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Chairman Crane. Thank you, Ms. Kaptur. 

Let me repeat again for all of the witnesses that any extended 
remarks will he made a part of the permanent record. 

Chris Cox. 

STATEMENT OF HON. CHRISTOPHER COX, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Cox. Thank you, Mr. Chairman. I have submitted a lengthy 
statement for the record and so will be brief in this oral presen- 
tation. 

I do not need to go over any of the litany of offenses against 
humanity and trade that the Communist government in Beijing 
has committed in recent years. We need not go over anything other 
than the highlights to remind ourselves that they have attacked 
the Philippines by seizing the aptly named “Mischief Reef’ in the 
Spratly Islands, that they conducted a 2-year high-stakes intimida- 
tion campaign against the democracy in Taiwan during the Taiwan 
missile crisis. They fired nuclear-capable missiles in international 
waters with the effect of shutting down the world’s shipping at 
both ends of Taiwan. 

China has more than doubled its military spending, since the col- 
lapse of the Soviet Union. It has been acquiring fighter aircraft, 
helicopters, surface-to-air missiles, and even SS-18 ICBMs from 
Russia. They are giving ring magnets for uranium enrichment to 
Pakistan so that they can make nuclear weapons. They are passing 
on chemical weapons to Iran. 

They are, in my home State of California, through the commer- 
cial-disguised entities operated by the People’s Liberation Army 
and run for the benefit of the ruling families in Beijing, selling 
completely illegal, thousands of them, AK-47s to street gangs in 
San Francisco. 

I cannot do nearly the job of hitting even the highlights on the 
internal repression that you have heard from my colleagues, 
whether it is the continued occupation of Tibet, the torture of the 
clergy, the continued escalating crackdown on pro-democracy lead- 
ers. There is even an article in today’s New York Times about the 
continued detention, after 7 years of his full sentence, one of the 
reform leaders of the Communist party. 

Suffice to say that MFN cannot bear the weight of all of these 
policy disagreements that we have, to put it euphemistically, with 
the People’s Republic of China. Yet, while Communist China has 
become the single most disturbing political and military threat in 
the world today, the debate over MFN as we have conducted it 
within and without the administration and Congress has burdened 
MFN with practically the entire weight of the bilateral U.S.-PRC 
relationship. 

What I want to suggest is that MFN is inappropriate for that 
purpose, that it simply cannot bear that weight, that if we are 
counting votes and likely results, we have to recognize that MFN 
is going to continue. So what are we going to do about it? We need 
to ask ourselves the same question that Chris Smith just put to the 
business community. If that is the case, then what, everything is 
OK, or are we going to do something else? 
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I would like to suggest something else that is not only completely 
consistent with but deliberately in furtherance of our pro-free-trade 
views in America and in the WTO. The purpose of the WTO is to 
enable members to conduct trade on free market principles by lim- 
iting government intervention in the form of state subsidies, exces- 
sive tariffs, and other nontariff barriers. The WTO is based on the 
assumption that the import and the export of goods and services 
are conducted by independent enterprises, not by fronts for the 
People’s Liberation Army, responding to profit incentives and 
market forces. 

For this reason, the WTO requires for membership that 
Communist and socialist countries, what we euphemistically call 
nonmarket economies, reform themselves before they can be admit- 
ted to the WTO. A market economy that is decentralized and free 
is considered a prerequisite to fair trade among WTO members. 
Hong Kong is a WTO member. It will remain a WTO member even 
after it becomes a part of China on July 1, 1997. 

Taiwan has applied for membership in the WTO and its applica- 
tion is under review in accordance with Article 33 of the latest 
GATT Agreement. Taiwan has had a free market economy for more 
than 3 decades. It is the 14th largest trading economy in the world. 
Its GNP is the 20th largest in the world. It is the world’s seventh 
largest foreign investor. It is America’s seventh largest trading 
partner, and, in fact, it is America’s largest export trading partner 
that is not already a member of the WTO. Taiwan’s purchases of 
U.S. exports are 50 percent greater than the PRC’s. 

We ought to be supporting Taiwan’s admission to the WTO 
because Taiwan is the example of what Chinese civilization is capa- 
ble of. Taiwan is the example of democracy, reform of human rights 
abuses, reduction in tariff barriers. All of the things that we know 
that China can become, Taiwan is doing, and yet what is the PRC 
doing? They are militarily threatening Taiwan, trying to intimidate 
their first free and fair election of a Chinese head of government 
in 4,000 years of recorded Chinese history. 

It costs us nothing to support free trade with our friend and our 
trading partner, Taiwan. The message will not be lost on the PRC. 
So I have introduced legislation, H.R. 3569, which I am asking this 
Subcommittee to report favorably in time for our floor debate and 
which I know our Rules Committee is likely to make in order so 
that members who support MFN for Communist China without 
conditions, who support free trade and oppose punitive tariffs, 
central planning, and huge government subsidies, who are con- 
cerned about Communist China’s militarization, the doubling of its 
military spending since the collapse of the Soviet Union, will have 
some other way to address these concerns, a way that is not injuri- 
ous to the United States, that is not injurious to Boeing, that is not 
shooting ourselves in the foot, but that nonetheless makes the 
point in a very powerful way. 

By moving the debate off of MFN and in this direction, I think 
we can open up new vistas and new opportunities to influence 
against communism in China and in favor of freedom, and I thank 
the Chairman. 

[The prepared statement follows:] 
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I want to thank Chairman Crane and the other members of the subcommittee for 
giving me the opportunity to discuss the vexing issue of Communist China’s trading 
status. 1 commend you for your timely and thoughtful attention to this vital issue. 
Unfortunately, due in large part to the failure to address a number of problems regarding 
Communist China’s participation in the international community, the annual MFN 
question has been burdened with practically the entire weight of the U.S./China bilateral 
relationship. 

Before addressing what I believe the United States must do, let me address the 
broad array of controversies in the Sino-American relationship. I must say that I am not 
sanguine about the chances for political liberalization in Communist China, and consider 
that nation the single most troubling political and military-as well as economic-power in 
the world at this moment. While not on the order of the Soviet Union in the Cold War, 
we must make no mistake, that as it is constituted today, the Communist Chinese regime 
is an enemy of freedom both beyond Its borders and within them. 

External Aggression and Proliferation 

Beyond its borders, Communist China has engaged in both military aggression and 
arms proliferation. In February of last year. Communist China seized an outpost claimed 
by the Phillippines on the aptly named “Mischief Reef’ in the Spratly Islands. Then the 
PRC engaged in two campaigns of high stakes intimidation against Taiwan on the eve of 
Taiwan's first direct presidential election. It tested nuclear-capable missiles in July 1995 
and March 1996, in the latter case establishing an effective blockade of the Keelung and 
Kaohsiung ports at the two ends of the island. 

Communist China's aggressive posture should also be judged in terms of potential 
as well as overt aggression. We should be wary of the officially acknowledged 141 
percent increase in defense spending in the PRC since 1989. And the pattern of 
acquisition of Su 27 Rghter aircraft. Mil Mi 17 helicopters, S-300 surface-to-air missiles, 
and SS-18 ICBMs from Moscow is disturbing indeed in terms of its offensive force 
projection Implications. 

In addition to building up its own offensive capability, there are ail too many cases 
of Communist China giving other nations technologies upon which nuclear and chemical 
weapons rely, and ballistic missiles to deliver those weapons. The PRC gave ring 
magnets used in uranium enrichment to Pakistan and ingredients for chemical weapons to 
Iran. It sold M-1 1 missiles to Pakistan, as well as cruise missiles and ballistic missile 
components to Iran. 

And recently Communist China has engaged in a form of arms proliferation which 
would have a dramatic, immediate effect on life on American streets today. A sting 
operation caught two businesses controlled by the People’s Liberation Army trying to 
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smuggle 2000 AK‘47s into San Francisco. 

Internal Repression 

As a threat to freedom within its own borders, the PRC's record is just as striking. 
The Communist regime continues the decades-old occupation of Tibet. A PRC delegate 
to the U.N. in Geneva told the U.N. Committee on the Rl^ts of the Child two weeks ago 
that the Communist authorities had detained the second most important Buddhist spiritual 
leader in Tibet, the Panchen Lama— Choekyi Nyima. Beijing replaced the child with its 
own puppet 

Religious r^ression by the PRC is not limited to Tibet. The Puebla Institute has 
documented over 170 cases of Christian clergy arrested, tortured, and put in “reform 
through labor camps." 

And, of course, the PRC continues to harass and arrest without due process 
individual dissidents. The summary sentencing of Wei Jingsheng last December is the 
most prominent case. The seventh anniversary of the Tiananmen massacre a week ago 
demonstrated once again the PRC's propensity for detaining figures associated with 
democracy in order to keep a lid on freedom of expression and association. 

Despite the premise that economic development will inevitably lead to political 
liberalization in the PRC, evidence clearly indicates where the PRC regime’s priorities 
lie. Given a choice between the free flow of real-time information in business related 
journalism and on-line services, and censorship as a tool of Leninist political control, the 
Chinese Communist government has repeatedly opted for the latter in the last six months. 

Trade Relations 

Having said this about the Communist government’s priorities, let me address 
trade qtui trade. The burgeoning trade deficit with the PRC— $33.$ billion this past year— 
is the product of the huge volume of PRC exports to the U.S., and the PRC’s tenacity in 
erecting barriers to American (as. well as other naticMts’) access to its market. The 
Communist government of the People’s Republic of China maintains an intricate system 
of restrictive tariff and nontariff administrative controls to implement its centrally- 
planned industrial and trade policies, with tariffs on foreign goods, such as automobiles, 
as high as 150 percent. This pattern continues despite the PRC’s commitments in the 
Memorandum of Understanding on market access which it signed with the United States 
on October 10, 1992, and reaffirmed in March of 1995. 

And the PRC has thus far flouted its February 1995 agreement on intellectual property 
rights— closing down but four laser disk and video piracy operations last weekend and 
c^turing 40,000 illegal CDS, when the total production of the illegal CDS is in the tens 
of millions each month. Intellectual property is a classic example of the PRC’s refusal to 
implement the rule of law. If the PRC fails to implement, by the Administration’s June 
1 7th deadline, last year’s landmark intellectual property agreement with the U.S., the U.S. 
must follow through on the $2 billion in tar^ted punitive sanctions it has threatened to 
levy. Our credibility is at stake. And that credibility has been severely stained by the 
Clinton Administration in Asia— from the June 1995 reversal on luxury auto sanctions on 
Japan to the August 12, 1 995 “Framework Agreement’’ rewarding the North Korean 
nuclear program. 

Observers often r^se the size of the PRC's economy as a consideration in the 
decision whether to renew MFN trading status. I Just want to stress that because the PRC 
is so huge in terms of population, resources, and economic production, and because its 
economy is growing so rapidly, its behavior regarding norms of free trade and other 
canons of modem international economic cooperation has portentous implications. If the 
PRC refuses to live by the standards of trade and business which the advanced industrial 
countries and more and more developing countries live by, its sheer size will have a 
tremendously disruptive impact on the global economy. Given this capacity to 
destabilize the world trading system, we need to do everything in our power to get the 
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PRC to abide by the norms of the rule of law and free trade. 

Freeing Ourselves from the MFN Light Switch: A New Approach 

I am convinced that the way our policy debate orbits around MFN as an “on” or 
“off” binary decision is detrimental to U.S. policy making with regard to the PRC. As a 
light switch which is either “on” or “off^” MFN is too imprecise and unsuitable as a 
vehicle for communicating with the PRC’s leadership. 

That is why I propose a new approach. Instead of the “on” or “off” choice, I have 
introduced legislation with Mr. Gilman, Mr. Solomon, Mr. Torricelli, Mr. Lantos, and a 
number of others to try to use MFN to achieve a worthy aim, the meaning of which will 
not be lost on the PRC. H.R. 3569 conditions the PRC’s continued enjoyment of MFN 
trading status after March 1 , 1997 upon the entry of Taiwan into the World Trade 
Organization. 

In my view, Members of the Ways and Means Committee and of Congress at large 
should see this initiative as a win*win proposition for the promotion of free trade. It 
would not stand in the way of the PRC being granted most-favored-nation status, but it 
would help deliver WTO membership to Taiwan, which it manifestly deserves— especially 
in comparison to the systematically protectionist PRC. 

The contingent MFN renewal for the PRC should convince our Administration, 
and, hopefully, the PRC, to abandon the policy of keeping Taiwan out of the WTO until 
the PRC gains accession. It does not involve the contentious issue of sovereignty, since 
Taiwan has applied for WTO membership as a separate customs territory. And Taiwan’s 
KMT government will be convinced to “come across” on the outstanding issues in its 
negotiations with current WTO members, which it has held out on so as not to hurt 
political constituencies in the government tobacco and alcohol monopolies. 

The bill is indeed designed to get the PRC’s attention— but not by inflaming the 
one versus two China policy per sc— because Taiwan would enter the WTO as an 
economic entity rather than as nation-state. It is designed to do justice and call attention 
to Taiwan’s remarkable success. As you, Mr. Chairman, and 1 observed in person in 
April, Taiwan has acted in good faith upon American encouragement and successfully 
built a booming market economy and a democracy, holding the first democratic 
presidential election in nearly 5,000 years of recorded Chinese history on March 23. 
Taiwan is the model we should encourage the PRC to follow. Perhaps rewarding Taiwan 
will send a clearer message to Beijing than the blanket revocation of MFN for Communist 
China. 

Thank you very much for giving me the opportunity to testify before the 
subcommittee as it examines the President’s request for a waiver under the Jackson-Vanik 
amendment. 
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Chairman Crane. Thank you, Mr. Cox. 

Mr. Rohrabacher. 

STATEMENT OF HON. DANA ROHRABACHER, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Rohrabacher. Mr. Chairman, thank you for allowing me to 
testify today. 

I am a Member of the Subcommittee that deals with Asia and 
the Pacific in the International Relations Committee, so I follow 
events in Asia very closely. I will soon be offering the resolution of 
disapproval for most-favored-nation status for China with a large 
number of original cosponsors from both parties. 

In May 1994, President Clinton told us that an improving econ- 
omy in China would be accompanied by an improvement in 
Beijing’s respect for human rights. Instead, China’s growing econ- 
omy has only served to underwrite the PRC’s enormous military 
expansion and enrich the Communist nomenclature. 

President Clinton was wrong to delink China trade policy from 
human rights, just as George Bush was wrong in not cutting off 
most-favored-nation status after the Tiananmen Square massacre. 
If we had stood up for our principles then, we would likely be re- 
extending most -favored-nation status to a freer and less threaten- 
ing China today. 

Under the current policies of granting most-favored-nation 
status, China’s human rights record has consistently worsened and 
its military grown more aggressive. I remind the Members of this 
Subcommittee that we are losing over $30 billion in our bilateral 
trading relationship with Beijing in spite of almost $5 billion in 
loans to China sponsored by the World Bank and the Export- 
Import Bank. We are financing an attack on the well-being of our 
own people. 

We are told over and over again that China’s market is so big 
and full of such incredible potential that we must close our eyes to 
the evil side of Communist China. 

The question I have for Members of this Subcommittee is, where 
do you draw the line, which we have heard several times today? 
Genocide, is that too much to ignore? Or how about Tibet? If they 
just incinerate all the people of Tibet, would that be on the list of 
things that, well, we cannot draw the line here because otherwise 
they will get worse if we cut off trade with them? How about child 
and slave labor, is that too much? China has 100,000 labor camps 
and 6 to 8 million slaves working for the State. ’That is how' they 
make a big profit in dealing with the United States, by the way. 
That is how their labor costs are kept down forever. 

Where do the arguments used last year to justify most-favored- 
nation status for China differ from the ones that we are hearing 
today? My colleague and friend, Mr. Kolbe, noted that the argu- 
ments are the same this year as they were last year. Yes, that is 
true. Only the names of the victims have changed. 

Do the things in China matter at all in terms of what we are 
doing here? Since last year, China has launched missiles at our 
friends in Taiwan, stirred up a conflict over the Spratly Islands, 
sold nuclear technology and cruise missiles to Iran, left thousands 
of infants to rot in state-owned orphanages, and blatantly broken 
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agreements that they signed to protect our intellectual property 
rights. I could not believe that we have representatives of this ad- 
ministration lauding those agreements. That is just so much scrib- 
bling on a piece of paper. 

Unfortunately, I could use all my time listing these misdeeds of 
the Chinese, and I cannot do that. We know hat happened to the 
Panchen Lama and Harry Wu and Wei Jingshen. We know about 
the threat to attack Los Angeles with the nuclear weapons and the 
seizure of 2,000 fully automatic machine guns by U.S. Customs offi- 
cials that were being smuggled into California by the People’s 
Liberation Army-owned firms. 

The fact is, the policy of granting most-favored-nation status for 
China has not worked. Politically, it is not making them any better 
democratically, and it is not forcing them to open their markets to 
American goods. Let us recognize also that this is an economic fail- 
ure as well as a political failure. Almost everything we send into 
China except airplanes are raw material. Those are the things that 
we make profit on. We are sending raw materials that they turn 
around and put their slave labor into manufacturing and send it 
back to us and make a profit. In the process, of course, they make 
a profit and put all of our working people out of work. 

This policy is no good for the United States. It is immoral. We 
need to take seriously the call to examine this policy rather than 
just blase — some people are just blase about this. Well, so what if 
the Christians are being murdered? So what? The basic argument 
is, more people will be murdered unless we keep up the same pol- 
icy. This is very similar to what Dick Armey tells us. Dick Armey 
has a saying about it. The definition of insanity is doing more of 
the same and expecting to get different results. 

This policy of extending MFN to China after they move aggres- 
sively in the wrong direction, they arm themselves to the teeth, 
they violate human rights even more than ever before, this is an 
insane policy for the United States to permit the American consum- 
ers to end up footing the bill for arming China to the teeth. They 
are using the $30 billion that they get off this trade surplus — be- 
cause of the unfair trading relationship we have established with 
them, they get $30 billion — they are using it to arm themselves 
and future generations of Americans will pay dearly if we do not 
change this policy today. 

Thank you very much. I appreciate the chance to testify. 

Chairman Crane. Thank you, Mr. Rohrabacher. 

Mr. Scarborough. 

STATEMENT OF HON. JOE SCARBOROUGH, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF FLORIDA 

Mr. Scarborough. Thank you, Mr. Chairman and Members of 
the Subcommittee. I would just like to thank you for allowing me 
to testify on a very important matter today. 

All of us up here recognize how important China is going to be 
in the 21st century. I think most of us recognize that for the first 
time in about 500 years, Asia is going to take on a role in this 
world that may approach an equally important role as that pre- 
viously held by Western nations. So, we are not naive about 
China’s role in the world. 
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But, I think most of us are also disturbed, though — and you used 
a very good word, Mr. Rohrabacher, blase — by the blase attitude 
and approach that many business leaders have, that many politi- 
cians in Washington, DC, have, and many diplomats across the 
globe have toward China’s absolutely horrendous record, not only 
on human rights but in other areas, as well. We are being told con- 
stantly to ignore the theft and intellectual property piracy that is 
occurring right now in China, to ignore nuclear proliferation. We 
are being told to ignore human rights abuses. 

Somebody mentioned the New York Times article today. Bao 
Tong, who, of course, was a Tiananmen Square demonstrator, was 
quoted in a note that was smuggled out of China. “In this cage 
where I am, there is no law, there is no lawyer, there is no doctor, 
there is no telephone, and there is no time limit.” 

And yet, we turn our eyes away from that. We ignore the 60 mil- 
lion deaths in this regime since 1949. Ten times the amount of peo- 
ple that were slaughtered in the Holocaust were killed in China by 
their own government, and yet we are told that we can continue 
to deal with these people rationally like we would deal with any 
other Western nation that has our value system. We cannot. 

We are told to continually ignore the persecution of men and 
women of faith, and we are continually told to ignore all of this and 
much more for the fevered pursuit of the almighty dollar, and the 
attitude is nothing more than market share over human rights and 
money over national security, and we are talking about our 
National security here, not only people’s security in China. 

The thing, that angers me the most is I hear people saying, let 
us not use MFN. There must be some other approach that we can 
take. What other device is there for Congress? This is the only 
game in town. If we want to speak out against nuclear proliferation 
and the continued human rights abuses and the continued slaugh- 
ter that has occurred in China over the years, this is the only game 
in town. 

The symbolic value of MFN is indisputable. Unlike MFN status 
of other nations, China has been placed in a special and highly 
visible category. For the Chinese, it has become a measure of their 
standing in the world and we in Congress continue to lose sight of 
this. We are the world’s only remaining superpower, and to a de- 
gree that we tend to underestimate, our relationship with a given 
regime tends to confer a degree of legitimacy to that regime. 

While I do not believe that withdrawal of MFN status for Beijing 
will end its legitimacy, for the moment, that legitimacy is rooted 
in the barrel of a gun. I do believe that conferring MFN status on 
China will tend to undermine our efforts to stigmatize that 
regime’s deplorable behavior in the international arena. 

Beyond that, MFN status also underscores how serious we are, 
and I think more importantly, how seriously we are going to be 
viewed in terms of our relationship with China. To date, we have 
not been a good account of ourselves and it saddens me to say that 
many of my fellow Republicans must bear at least a heavy share 
of the blame for this. Unfortunately, many of us Republicans con- 
sider disruption of trade with China to be interference with com- 
merce and, therefore, something on the order of violation of the free 
exercise of religion. 
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I remember being absolutely shocked, you talk about the Cham- 
ber of Commerce in China, our Chamber of Commerce in America 
docked me for voting against MFN last year. They said I was an 
enemy of business, basically, because I cared about human rights. 
We have got to get past this mindset. If we do not, we are going 
to be paying for it year after year, because if you think it is difficult 
to say no to a China today that represents 14 percent of our 
exports, you wait until it represents 16, 18, or 20 percent of our 
exports. 

Make no mistake about it. China will be either the number one 
or two economy in the world in the next 20 years. When are we 
going to say no to China? If we are too greedy to say no to China 
today, we will be too greedy to say no to China in the future. 

Mr. Chairman, I thank you for your time. Of course, I have sub- 
mitted a more thoughtful and concise statement for the record 
which people can read if they wish. Thank you. 

[The prepared statement follows:] 

Statement of Hon. Joe Scarborough 

Mr. Chairman, Members of the Subcommittee, I want to thank you for the oppor- 
tunity to come before you to day to discuss a matter in which I have taken a very 
great interest. The People’s Republic of China, in my view, will be the principle for- 
eim and military policy concern of the United States in the Pacific Region, specifi- 
cally, and perhaps in the world, generally, well into the next century. Given my po- 
sition on the National Security Committee, not to mention a genuine intellectual in- 
terest regarding China, I consider it a great privilege, as well as a matter of some 
urgency, to speak to you about China, and about the critical part that the MFN de- 
bate will play in the United States’ developing relationship with the Beijing regime. 

That role is a matter of great symbolic importance. Note that 1 said of symbolic 
importance, The adjective would tend to lead one to believe that the matter is there- 
fore not of practical importance. In fact, nothing could be farther from the truth, 
but MFN's practical import is, in some measure, unclear, and I think is of perhaps 
secondary consideration for reasons which I will discuss in due course. 

The syinbolic value is, however, I think, indisputable. Unlike the MFN status of 
other Nations, both those to whom we routinely extend it, and those to whom we 
routinely deny it, China has been placed in a special and highly visible category. 
For the Chinese, it has to some extent become a measure of their standing in the 
world. We in the Congress, I think, tend to lose sight of this. We are the world’s 
remaining superpower, and to a degree that I believe we tend to underestimate, our 
relationship with a given regime tends to confer a degree of legitimacy on that 
regime; almost an imprimatur that becomes a credential of acceptability. 

Now, while I do not for a minute believe that our withdrawal of MFN status for 
Beijing will lend its legitimacy — for the moment that legitimacy is rooted in the bar- 
rel of a gun — I do believe that conferring MFN status on China will tend to under- 
mine our efforts to stigmatize that regime’s behavior in the international arena. 
Thus, if we stay with business as usual, I fear that we may, at some future time, 
find that it is a very risky business in which we are engaged. 

Beyond that, though, MFN status also underscores how serious we are — and how 
seriously we are viewed — in terms of our relationship with China. I am afraid that, 
so far, we have not given a good account of ourselves, and it saddens me to say that 
even some of my fellow Republicans must bare at least a share of the blame for this. 
Unfortunately, a number of my colleagues consider disruption of trade with China 
to be interference with commerce and therefore, something on the order of a viola- 
tion of the free exercise of religion. As a result, the United States talks loudly and 
brandishes a very thin reed. We rattle sabers about how China’s behavior is unac- 
ceptable, and then when it comes to the vote, we scamper away saying under out 
breath, “China better watch out the next time.” Needless to say, such behavior un- 
dermines our credibility not only with China, but with those allies whom we may 
one day have to lead should China become more hostile. 

This last point is at least as important as our relationship to China itself. Keep 
in mind, once the British and Portuguese relinquish Hong Kong and Macao respec- 
tively, Europe’s direct and immediate interest in China will become almost a purely 
economic one, with almost no security overtones to it. When our allies, particularly 
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Britain and France, who are the only two of our allies whose interests remain global 
in nature, see us vote market share while we speak of the security of the Pacific 
rim, they will not hesitate to draw the obvious conclusion. Similarly, when Japan, 
South Korea, Taiwan, Australia, and New Zealand, among others, see us vote profits 
over security, particularly at a time when we appear to be looking ever inward, and 
when the administration speaks of foreign policy as if it was nothing but an exten- 
sion of trade policy, we can be sure that they will begin to doubt our resolve and 
will act accordingly. Thus, if the next time that there is a crisis our allies refuse 
to follow our lead in responding to it, we will have few grounds for asking why. 

However, I digress. The issue at hand is China and MFN. The symbolic case is 
clear. Our seriousness, and the degree to which we will be taken seriously by the 
Chinese and others, has become wrapped up in the vote of MFN and we cannot es- 
cape that fact. If we vote our pocketbooks today, we may well find that we will get 
more than we bargained for tomorrow. 

Let there be no mistaking me here. I do recognize that it will be hard, and that 
we will pay a price for eliminating MFN. China currently represents 14 percent of 
our trade. Although we currently run a trade deficit with China, many American 
businesses, including a few in my own district, do ample and profitable trade with 
the Chinese. This is a fact, but it is a fact that admits of no conclusion beyond ac- 
quiescence in China’s aggressive policies. For we are told that cutting off trade with 
China will hurt Americans more than it will hurt Beijing. Well, if that is true this 
year, when China represents a 14 percent share of our trade, howmuch more true 
will it be next year, when China represents 16 percent of our trade? Or the year 
after, when China represents 18 percent? At what point will we be willing to accept 
the cost of restraining China? 

Sadly, even the best decisions do not have entirely positive outcomes, and elimi- 
nating MFN with China may adversely effect some American businesses. However, 
the ability to inflict necessary pain in the name of long term interests and get away 
with it is called leadership, and as regards China we are long overdue for some 
leadership. 

Now, I would also add that I am dubious about just how much pain eliminating 
MFN will cause American business over the long run. Since the days of the open 
door policy and dollar diplomacy, the United States has assumed that China’s bil- 
lions would be a lucrative and ever expanding market. In fact, in December of 1941, 
we went to war with Japan in part over China, only to find that in 1996, Japan 
is a bigger market for us than is China. The last 100 years of Sino-American rela- 
tions, as the late Barbara Tuchman pointed out in her book, “Stilwell and the 
^erican experience in China”, do not support the notion that China is a land flow- 
ing vrith milk, honey, and profits. So, I would say that all those predictions of the 
billions that China trade will represent to the United States must be taken with 
a grain of salt. 

There is one other point to be made regarding this trade matter. Business seems 
to be of two minds about this. On the one hand it argues that we will not hurt 
China, but only ourselves, if we cut off MFN, but on the other hand it argues that 
our trade influences China to behave better. This is a contradiction, to say no more, 
but it is rooted in a peculiarly American notion of foreign policy. It is, in fact, what 
I call the Coca-Cola theory of foreign policy. That is, it assumes that if only all the 
material goods of a consumer society, like Coca-Cola, were flowing in the streets of 
Beijing, or Moscow, or wherever, that Beijing, Moscow or wherever, would moderate 
their behavior. It assumes that American policy toward any regime must be thera- 
peutic rather than rooted in the grim realities of international power relationships. 

This has proven mistaken time and again throughout out history and yet we con- 
tinue to believe it. In the case of China, the assumption is wrong on two counts; 
First, it assumes that the principle concern of the Chinese government is the wel- 
fare of its people. To the extent that a booming economy insures that stability of 
the regime, a regime whose ideological underpinnings no longer exist, there is prob- 
ably a grain of truth to that. However, at the end of the day, the tanks that rolled 
through Tiennamen Square, prove that the Chinese leadership is not too concerned 
about whether or not their people get to watch M-TV and drink Perrier. 

The second point is that much of China’s current behavior is rooted in the power 
struggle taking place in Beijing for the succession to Deng Xiao Ping. That power 
struggle will be resolved, in no small measure, by the Chinese generals and admi- 
rals, and will therefore be decided not by the benign competition of international 
trade, but by the shrill cries of nationalism. This in a culture rooted in a thousand 
years of thinking of itself as the Middle Kingdom — the center around which all 
things revolve. Therefore given this, 1 submit to the Subcommittee that the symbolic 
value of MFN will be of greater importance than its practical effect. 
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Indeed, at the very least, the effect of eliminating MFN, in its practical implica- 
tions, is at best unclear. I well understand that many human rights groups in China 
wish MFN to be preserved, but I must confess that I subscribe, to a great degree, 
to John Quincy Adams belief that “Americans are friends of liberty everywhere, but 
custodians only of their own.” The fact is, we cannot hope, in any meaningful sense, 
to influence China’s internal behavior, but we can, by the consistent application of 
a forceful diplomacy linked to a strong military, influence Chinese policies that 
threaten or oppose the policies and security of the United States and its allies in 
the Pacific rim. 

In the end, that must be our guide. We face in China today, and unstable regime 
whose ideology is dead but that does not know enough to fall down. We face in 
China, today, an emerging world power, by no means the equal of ourselves in any 
sphere, but that has the potential to challenge the peace and stability of the world, 
and certainly of that region of the world that is increasingly the most important. 
China must not be lead to believe that her behavior in this region is not without 
consequences, both symbolic and practical. 

Indeed, in all of this, the only thing we know with any certainty is our own 
resources and our own resolve. 'The MFN debate is a test of those resources and 
that resolve. I say to the Members of this Subcommittee, for the sake of the future, 
we must not be found wanting. 

Thank you Mr. Chairman, I would be more willing [o answer any questions the 
panel may have. 

Chairman Crane. Mr. Hancock. 

Mr. Hancock. I will make this real brief because we have this 
vote coming up and I probably will not get an answer. I would just 
like for you to consider a couple of things. 

I read something the other day that in Washington, when they 
talk about something being complicated, that means that you are 
going to get a lot of rhetoric, and what have you. Usually there is 
a way that you could simplify things. 

I would like for you just to consider this and see if we could 
think about this. Tell me if I am wrong. We have three alter- 
natives. One is MFN without any restrictions. We agree with that. 
Another one is MFN with some restrictions in the human rights 
area, in other words, putting some pressure on. The other one is 
just to deny MFN to China and say, look, no MFN until you get 
your case straightened out. I do not think anybody wants to get 
into a trade war or anything like that. There is a lot of pressure 
because of the flow of American investment capital going in, which 
gets back to your business question. 

I just want to pose this question from those three standpoints. 
Basically, am I right on that, that those are our three alternatives? 

Mr. Cox. If I might, the purpose of my testimony was to present 
an additional option, and that is that we can vindicate our inter- 
ests not only in human rights and international security but also 
in free trade and commerce by meeting head on the PRC’s objection 
to Taiwan’s admission to the WTO. Taiwan is comprised of Chinese 
people just the same way that the Communist government in 
Beijing and its billion people are. 

The PRC has taken the view that Taiwan cannot be admitted to 
the WTO, even though admission to the WTO does not require that 
one be a soverei^ nation. Hong Kong, as I mentioned, is already 
a member and will remain one after July 1, 1997. So, too, Taiwan 
is applying for admission as a special customs region, not as a 
sovereign entity. 

There is no reason in law or in logic that Taiwan ought not to 
be a member of the WTO. By acceding to the PRC’s extremely un- 
reasonable position that Taiwan cannot come in until it comes in. 
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since it is not qualified and I do not think anybody on this 
Subcommittee believes that the PRC ought to be in the WTO, we 
are capitulating not only on human rights, not only on inter- 
nation^ security, but on free trade, as well. 

I would just add finally that the PRC has made mention of the 
fact that they care just as much about their claims to militarily 
have the right to invade Taiwan as they do abput MFN, and so I 
do not think the message will be lost on them. 

Ms. Kaptur. Mr. Hancock, I just wanted to add in the three op- 
tions that you have outlined the middle one, which is conditional. 
The purpose of my testimony was to indicate that in addition to 
supporting the other gentleman up here on the human rights issue, 
on the economic front, we are not getting a good deal for the 
United States. You really need to look at the tariff rate and 

Mr. Hancock. This would tie in with Congressman Cox’s WTO 
possibility, the economic side of it. 

Ms. Kaptur. It would, and also on the exchange rate. 

Mr. Hancock. One final thing that I would just like to add 

Mr. Scarborough. Mr. Hancock, if I could just respond very 
briefly. 

Mr. Hancock. One final thing that I would like to ask, and we 
are going to have to go vote— go ahead. 

Mr. Scarborough. I was just going to say, one problem with a 
conditional MFN is it has to be approved by an administration that 
has had a horrendous record of kow-towing toward China, so unfor- 
tunately, that is not a practical option. 

Mr. Hancock. That is probably the biggest problem we have, is 
getting something approved by the administration. 

One final question, and 

Mr. Smith. Senator, if I could respond briefly to that, because the 
condition, and everyone has to realize this, is postponement. The 
day of judgment comes the next year when the record is assessed 
as to whether or not it got worse, and that is exactly what the 
Clinton administration did, perhaps with some disingenuousness to 
its attitude. 

The administration averted Congress taking the action that it 
probably would have taken by issuing an executive order and then 
sent out mixed signals. I led a human rights mission midway 
through the review period and was told by every Chinese leader 
with whom I met: “We are getting MFN. You are going to delink 
it.” I said, “No, no, the administration means it.” They were proven 
right in that regard. 

There is a fourth option and that would be limiting or targeting 
the sanctions on a certain group of industries, for instance, those 
that are owned and operated by the People’s Liberation Army or 
something along those lines. 

Chairman Crane. Mr. Hancock, if you will permit me, we are 
down to 5 minutes on this vote. 

Mr. Hancock. Let me just make this statement and then I am 
ready to go. 

Chairman Crane. All right. 

Mr. Hancock. If we had had MFN with Russia over the past 25 
or 30 years, go back into history, where would we be now? Would 
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the cold war be over? Would the Berlin Wall have come down? Let 
us just think about it. 

Mr. Rohrabacher. I would like to answer that question, whereas 
I was in the White House during that time period. No one ever 
suggested 

Chairman Crane. Mr. Rohrabacher, could you consider answer- 
ing it on the walk over there to the floor? 

Mr. Rohrabacher. No one suggested giving this to Russia. Had 
we given this to Russia and treated them like any other country, 
there would not be a democratic movement in charge of Russia 
today. 

Chairman Crane. Thank you all for your testimony. We appre- 
ciate that. 

The Subcommittee stands in recess. 

[Recess.] 

Chairman Crane. I would now like to yield to Mr. Younts, then 
Mr. Cohen, Mr. Snyder, and Mr. Kapp. 

You may proceed with your testimony, Mr. Younts, and as I have 
told other panels here, try to keep your presentations to 5 minutes, 
and any further remarks you have will be made a part of the 
permanent record. 

STATEMENT OF RICHARD W. YOUNTS, EXECUTIVE VICE 

PRESIDENT AND CORPORATE EXECUTIVE DIRECTOR, 

INTERNATIONAL-ASIA AND AMERICAS, MOTOROLA, INC. 

Mr. Younts. Thank you. Good afternoon, Mr. Chairman and 
members of the Subcommittee. My name is Rick Younts, and I am 
executive vice president and corporate executive director, inter- 
national, for Asia and the Americas. I appreciate the chance to 
offer Motorola’s perspective on the importance of unconditional 
renewal of China’s MFN status. 

International trade creates jobs and sustains economic growth for 
Americans. Between 1988 and 1995, the percent of Motorola sales 
outside the United States nearly doubled, from 36 percent to 63 
percent. During the same timeframe. Motorola created 40,000 new 
jobs; 20,000 of those jobs were in the United States. 

Motorola has a keen interest in ensuring that there are sus- 
tained, positive relations between the United States and China. My 
responsibilities at Motorola have allowed me to spend a great deal 
of time in China over the last 5 years. During that time, I have 
seen tremendous positive changes in that country. 

The Chinese have been very open to our products, our processes, 
and our management styles. With the help of Motorola University, 
we have been able to establish a productive and effective work 
force of over 6,000 people who have developed the same values as 
Motorolans around the world. 

Motorola’s exports to China have grown significantly in recent 
years, reaching about $1.2 billion in 1995. These exports support 
thousands of high-wage American jobs at Motorola and our sup- 
plier companies around the country. A fact sheet detailing 
Motorola’s activities in China are included with my written 
statement. 
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Motorola strongly supports renewal of China’s most-favored- 
nation status without conditions. MFN is not a preferential treat- 
ment. It is the cornerstone of normal bilateral trading relations. 

We are heartened by indications of a strong bipartisan support 
for unconditional renewal of China’s MFN status, but as we have 
heard here today, there are some who want to use the MFN debate 
to express their concerns about many issues, including human 
rights, proliferation, intellectual property, market access barriers, 
and so on. These concerns are legitimate and important. They de- 
serve to be addressed seriously and effectively. But we believe that 
efforts to use China’s MFN renewal to address these concerns 
would be counterproductive. 

Withdrawal or conditioning of China’s MFN status would invite 
Chinese retaliation, which would jeopardize Motorola’s exports to 
China and our business in China. This would give our foreign com- 
petitors an unfair advantage and would threaten U.S. companies’ 
ability to compete throughout the Asia-Pacific region. Moreover, 
there is no good reason to believe that this sacrifice would produce 
the results which its proponents seek. Conditioning or withdrawing 
China’s MFN status would increase China’s isolation and would 
eliminate the opportunity to influence China’s policies for the 
better. 

When Motorola looks at China, we see not only a great commer- 
cial market for our technology but also a social obligation that we 
are taking very seriously. Motorola exposes its Chinese employees 
to market-driven business and management practices, and to our 
core principles of respect for the individual and uncompromising in- 
tegrity in everything we do. We provide tens of thousands of hours 
of training to our employees, suppliers and government officials at 
Motorola University in Beijing and in Tianjin. 

Motorola is one of the largest donors to the Hope Project, which 
builds elementary schools in rural China. Motorola now has 17 
such schools in depressed areas. Last fall, Motorola became the 
first foreign company to cosponsor an environmental protection 
symposium that brought together Chinese policymakers, regu- 
lators, scholars and practitioners, and we are now exploring other 
environmental protection and awareness projects with fellow 
companies. 

Finally, Motorola is sponsoring an employee home ownership 
program which covers construction financing, mortgage financing 
to the employees, funds for community amenities, and a portion of 
the mortgage payment and liability. We think Motorola is making 
a difference. 

Withdrawing or conditioning China’s MFN status or adopting 
legislation that would restrict or disrupt United States-China ties 
likely would make it impossible for us to continue these activities. 

More broadly, our ability to contribute to positive change in 
China demands that ties between the United States and China sta- 
bilize and deepen over time. Renewal of China’s MFN status over 
time is the right short-term objective, but over the long term, the 
United States and China should take the steps necessary to 
stabilize and normalize their commercial ties. 

Withdrawal or limitation of China’s MFN status would set back 
this important bilateral relationship just at the moment when the 
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United States needs to come to grips with China’s emerging great 
power status. The cost of such action would be paid by American 
exporters for decades to come, as the credibility of the United 
States as a trading partner would become an issue every time we 
sat down to make a sale. 

But, the cost to our country extends well beyond the impact on 
American exporters. We believe that stable United States-China re- 
lations serve the long-term interests of both nations. 

Mr. Chairman, thank you and the other Subcommittee members 
for your continued support and leadership in maintaining uncondi- 
tional MFN status for China and in opposing legislation that would 
condition or restrict United States-China ties. 

We welcome the opportunity to continue to work with you and 
the Subcommittee in the weeks ahead to achieve our common 
goals. 

Thank you very much. 

[The prepared statement and attachment follow;] 
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Statement of Motorola Inc. 
Before the 

Subcommittee on Trade 
House Ways and Means Commit..ee 
June 11, 1996 
Washington, DC 


Good morning, Ni Chairman and members of the Subcommittee. My name is Rick 
Younts, and I am \ecutive Vice President and Corporate Executive Director of 
lnternational-Asi;i nd Americas. It is a pleasure to appear before you today to share 
Motorola’s views on the importance of maintaining stable commercial relations between the 
United States and China. 


About Motorola 

Motorola is the world's largest producer of cellular telephone, two-way radios and pagers. 
That accounts for about 60% of our total sales. We’re also one of the largest 
semiconductor companies in the world, which accounts for another 30% of our sales. The 
remaining 10% is from related areas of electronics. Total Motorola sales have doubled in 
the past three years, to $27 billion in 1995. 


The Importance of International Trade to Motorola 
International trade plays a pivotal role in creating and sustaining economic growth for 
American workers and companies. The importance of being able to trade freely and on fair 
terms across international borders will become increasingly important as we move toward 
the 21“ century. 

The expansion of trade is not a one way street -- increased trade flows of goods, services 
and investment provides benefits to United States as well as to our trading partners. A few 
Motorola statistics will illustrate the point. In 1988, 36% of Motorola’s total revenues were 
derived from sales outside the United States. In 1995, that figure was 63% and growing. 
Over that period, our worldwide revenues grew from $8.25 billion to $27 billion. By the 
year 2000, we anticipate that fully 75% of our total revenues worldwide will result from 
sales outside the United Slates. 

Also, between 1988 and 1995, our employee base grew from 102,000 to over 140,000. 

Of the roughly 40,000 new jobs created, half were created right here in this country. As 
we have created these new jobs in the US, the proportion of manufacturing jobs relative to 
the total has remained stable. And we’ve been able to eliminate such jobs as quality- 
assurance inspectors and expediters as Motorola’s quality and cycle time have improved, so 
both the “quality” of the manufacturing jobs and the total number of jobs in the US have 
gone up. 

These statistics bear out the fact that access to international markets has allowed Motorola to 
grow and strengthen its competitive position and it s contribution to the US economy 
through increased jobs and revenues. 



106 


Since 1988, countries containing four-fifths of the world population, or more than 4 billion 
people, have either moved or begun the transition from clos^ markets to become integral 
players in the he global economy. This has created enormous opportunities for 
telecommunications, one of the most basic forms of infrastructure. Wireless systems 
enable developing economies to leapfrog old technologies and install modem networks 
very quickly. 

Our most dramatic g-owth has been in Asia, where sales represented only about 5 % of 
Motorola’s total in 1985, and now account for more than 30%. Within Asia, the rapid 
expansion of the China market has helped to fiiel this tremendous expansion. 


US-China. Relations . . 

Motorola has a keen interest in ensuring that there are sustained positive relations betwem 
the United States and China. Motorola’s US exports to China have grown significantly in 
recent years, reaching about 11.2 billion in 1995. These exports support thousands of 
high-wage American jobs, at Motorola and at our supplier companies around the country. 

A fact sheet detailing Motorola’s activities in China is included with this statement for your 
reference. 

As you can imagine. Motorola strongly supports renewal of China’s most-favored nation 
(MFN) status without conditions. MFN is not preferential treatment. It is the cornerstone 
of any normal bilateral trading relationship. The US extends MFN treatment to imports 
from virtually all of its trading partners. 

We are especially grateful for your continued leadership in support of MFN extension, Mr. 
Chairman, as well as the support of other members of this Sutoommittee. We are heartened 
by indications of bipartisan congressional support for MFN renewal. And on May 20, 
Motorola’s Vice Chairman and CEO Gary Tooker had the honor of introducing President 
Clinton at the International General Meeting of the Pacific Basin Economic Council, where 
the President announced his intention to renew China’s MFN status without conditions 
again this year. 

We would like to believe that this strong showing of bipartisan support for China’s MFN 
renewal without conditions would make it easy to accomplish. But there are many in the 
Congress who want to use the MFN debate to express their concerns about a range of 
issues, including human rights, proliferation, intellectual property rights, market access 
barriers and so on. 

These issues are legitimate and important. They deserve to be addressed seriously and 
effectively. But we believe that efforts to use China’s MFN renewal to address these 
concerns would be counterproductive. Such “messages" may address a certain domestic 
need, but they also contribute to Chinese perceptions that the United States is intent on 
pursuing an antagonistic pol icy of containment. Though this may be the fiirthest thing from 
the truth, these actions fuel such perceptions, which unfortunately contributes to an endless 
cycle of mutual misunderstanding. 
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Achieving and maintaining good US-China relations require a sustained long-term 
commitment by both nations. Corporations can and should play a supportive role. 
Motorola is trying to convey to Chinese policymakers the importance of recognizing that 
their actions do have an impact on public opinion worldwide, and that they shouldn’t 
behave as though their actions in one area do not affect their interests in other areas. 
Likewise, American policymakers must understand fully the implications of their actions. 

If we treat China as an enemy, it will behave as an enemy. No US interests are served by 
backing into a confrontation with an emerging world power. 

Withdrawal or conditioning of China’s MFN status would invite retaliation, which would 
jeopardize Motorola’s exports to and business in China. This would give our foreign 
competitors an unfair advantage in the rapidly expanding Chinese economy, and would 
threaten Motorola’s ability to compete throughout the Asia-Pacific region. Moreover, there 
is no good reason to believe that this sacrifice would produce the results the US seeks on 
these other non-trade issues. On the contrary, conditioning or withdrawing China’s MFN 
status would increase China’s isolation and would eliminate the opportunity to influence 
China’s policies for the better. 

The annual debate over renewal of China’s MFN status puts the US Government in the 
difficult position of measuring progress in artificially short increments. Taking a longer 
view can yield a different picture. Since Motorola first went to China in 1986, we have 
seen a rise in the standard of living and improvement in the human condition in China. 
China has a long way to go to solve some of its social problems, but it has come a long 
way in a relatively short time compared to where it started. 

Motorola does not condone China’s actions towards Taiwan earlier this year. Likewise, we 
support further improvements in China’s human rights record. But Motorola believes that 
withdrawal or conditioning of China’s MFN status, or the imposition of unilateral 
sanctions that hurt American workers or exporters without significantly affecting Chinese 
policies or actions, is not an effective response to these issues. For this reason, we were 
relieved that the United States was able to address its recent concerns about alleged Chinese 
violations of nonproliferation agreements and norms without resorting to unilateral 
sanctions. 

Unilateral sanctions are never our first preference as a means to resolve an issue. Thus, in 
the case of the current intellectual property rights dispute between the US and China, we 
remain hopeful that negotiators in both countries will make every effort to resolve the 
outstanding issues before sanctions are actually imposed. At the same time. Motorola 
believes that faithful implementation of negotiated commitments is extremely important. If 
these commitments are not being met satisfactorily, then the issues must be addressed. 

When we look at China, Motorola not only sees a great commercial market for our 
technologies but a social obligation that we are taking very seriously. We believe 
Motorola’s presence in China contributes to improvements in Chinese society in several 
ways. 

Just as we do in every country in which we operate. Motorola exposes its Chinese 
employees to market-driven business and management practices, and to our core principles 
of respect for the individual and uncompromising integrity in everything we do. We 
provide tens of thousands of hours of training to our own employees, suppliers and 
government officials at Motorola University in Beijing and Tianjin, and through on-the-job 
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training. Motorola is one of tiie largest donors to the Hope Project, which builds 
elementary schools in the poorest parts of rural China. Last fall, Motorola became the first 
foreign company in China to co-sponsor an environmental protection symposium that 
brought together Chinese policymakers, regulators, scholars and practitioners, and we are 
now exploring other environmental protection and awareness projects with fellow 
companies. Motorola is also sponsoring an Employee Home Ownership Program, which 
covers construction financing, mortgage financing to the employees, funds for community 
amenities and a portion of the mortgage payment liability. 

Our ability to contribute to positive change in China with activities such as these demands 
that ties between the United States and China stabilize and deepen over time. Renewal of 
China’s MFN status this year is the right short-term objective. But over the long term, the 
United States and China should strive together to take the steps necessary to stabilize and 
“normalize” their commercial ties. By “normalization" we mean promoting changes in US 
and Chinese policy that will allow the two countries to enjoy a commercial relationship 
regardless of where we stand on other issues. 

Normalizing US-China commercial relations would include permanent MFN extension, 
China’s accession to the World Trade Organization (WTO) on commercially acceptable 
terms, and additional improvements in bilateral trade ties through a step-by-step reciprocal 
process. Motorola’s ability to compete in China on fair terms is essential, and we call on 
policymakers in both nations to do their part to help us accomplish these vital objectives. 


Coptlwripn 

Withdrawal of or limitations on China’s MFN status would set back this important bilateral 
relationship just at the moment when the United States needs to be coming to ^ps with 
China’s emerging great power status. The cost of such an action would be paid by 
American exporters for decades to come, as the credibility of the United States as a trading 
partner would become an issue every lime we try to make a sale. Restricting China’s MFN 
status is not a worst case for US exports, but the worst. But the costs to our country 
extend well beyond the impact on American exporters such as Motorola. We believe that 
stable US-China commercial relations are in our company’s best interest, but more 
importantly, serve the long-term interests of both nations. 

Mr, Chairman, your continued support and leadership in maintaining unconditional MFN 
status for China and in opposing any legislation that would condition or restrict US-China 
trade ties is vitally important for Motorola. We applaud you for conducting today’s 
hearing, and welcome the opportunity to continue working with you and the other members 
of the subcommittee in the weeks ahead to achieve our shared objectives. 


Thank you. 
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Motorola in China 


OYgrYiyw 

Motorola is a leading supplier of advanced telecommunications and electronics equipment 
in China today. Products sold by Motorola in China include cellular phones, pagers, radio 
communications systems, and communications and semiconductor components. 

The goal of Motorola in China is to serve as a model for cooperative development. 
Motorola is undertaking a wide variety of initiatives with both its employees and customers 
to achieve that goal. The company employs nearly 7,000 people in China today. That 
number is expected to grow to 14,000 by the year 2000. 

Motorola's long-standing commitment to training and education are evident in China. All 
Motorola employees in China receive extensive training in human resource principles of 
participative management, empowerment, motivation, individual dignity and ethics. 

A branch of Motorola University (MU) was established in Beijing in 1993 to train 
empioyees, customers, suppliers, and government officiais in a range of management, 
technical and other areas. MU established a second branch in China, in Tianjin, at the end 
of 1995. 

Customers in China include the Ministry of Posts and Telecommunications, provincial 
telecommunications authorities, municipal and other public safety authorities, financial 
institutions, educational institutions and private companies. 


Hi.storv and Evolution 

Motorola opened a representative office in Beijing in 1986 and has experienced rapid 
growth since the early 1990s as an active participant in China's transition to a market 
economy. Motorola (China) Electronics, Ud. (MCEL), a wholly-owned Motorola entity, 
was incorporated in March 1992. P.Y. Lai is president of MCEL 

In June 1992, Motorola broke ground on its first major manufacturing facility in the Tianjin 
Economic Development Authority (TEDA) area of Tianjin. The facility began operation in 
March 1993. Motorola's Tianjin factory produces pagers, cellular telephones, 
communications components and semiconductors, mostly for sale in China and other 
markets in Asia. 

In March 1995, Motorola announced its first joint-venture arrangement in China with 
Leshan Radio Factory for the manufacture of discrete semiconductors. Since then. 
Motorola also has concluded joint venture arrangements with Nanjing Panda Electronics 
Group Corporation to produce home computers based on certain PowerPC* 
microprocessors, and with Shanghai Radio Communications Equipment Manufacturing, 
Ltd. to produce pagers. 

In September 1995, Motorola announced plans to build a large capacity integrated circuit 
wafer fabrication plant in the city of Tianjin. The plant will begin manufacture of eight-inch 
semiconductor wafers with sub-micron line widths by 1997. These products will serve 
customers in automotive, communications, personal computers, peripherals, and digital 
consumer markets. 
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Motorola began operation of its Asia Manufacturing Research Center (AMRC) in Beijing in 
December 1995. This is the company’s first manufacturing research lab outside the United 
States. Earlier in 1995, AMRC announced a Joint manufacturing research project with the 
Computer Integrated Manufacturing System-Engineering Research Center at “China’s 
MIT,” Qinghua University in Beijing. 

In addition to production facilities in Tianjin, Motorola investment in China includes 
headquarters offices in Beijing; branch offices in Shanghai, Guangzhou, Tianjin, Harbin, 
Nanjing and Chengdu; a Motorola service shop and software center in Beijing, and 
Motorola University training centers in Beijing and Tianjin. Future plans call for opening 
sales and service offices in another 20 cities throughout China. 


Operating and Financial Results 

Motorola’s 1995 combined sales to China and Hong Kong reached $3.2 billion, or nearly 
twelve percent of the company's total worldwide revenues. Motorola's investment of more 
than $1 billion makes it the largest U.S. investor in China today. 

Motorola’s exports to China from the United States totaled roughly $1.2 billion in 1995, 
supporting jobs in many states, including Arizona, Florida, Illinois, and Texas. 


Cornerstones 

Motorola's operations in China rest on the same two key beliefs that guide all of Motorola's 
operations worldwide - respect for the dignity of the individual and uncompromising 
integrity in everything we do. These beliefe help create an environment of empowerment 
for all in a culture of participation. The commitment to teamwork and continual learning 
also are key elements in developing the company's operations in China and its partnership 
with the Chinese people. 


Motorola has a business code of conduct that all employees worldwide are expected to 
uphold. Motorola has translated its code into Chinese, and this document is used to brief 
all new hires in China. 

In 1994, Motorola University began the Chinese Accelerated Management Program 
(CAMP), an intensive management training program for high potential Chinese employees. 
CAMP’S 14-month program includes classroom and on-the-job training, as well as a two 
month overseas posting. 

In 1995, Motorola University provided more than 600 training days for customers and 
government officials, and more than 15,000 training days for employees in China. MU 
trained more than 500 of Motorola’s China-based employees in English, and also 
conducted customer satisfaction and Six Sigma Quality training courses for employees 
from 40 Chinese supplier companies. 

Motorola brought more than 600 Chinese to its U.S. facilities during each of the last three 
years for meetings on Motorola technologies, design meetings with engineers and technical 
training. The company’s business units also provided more than 25,000 training days to 
employees at the Tianjin facility through on-the-job training and machine operator training. 

In addition to in-house training, Motorola actively supports higher education in China. The 
company provided an estimated 2,000 scholarships over the last four years for Chinese 
students at technical universities, including Qinghua University, Beijing University, 
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Beijing Posts and Telecommunications University, Tianjin University, Nankai University 
and Fudan University. 

Motorola established three microprocessor/microcontroller labs and five communications 
labs at universities in China, and will expand this program to 20 universities over the next 
five years. The company supplied electronics kits and technical manuals to about 30 
universities throughout China in the past three years. 

Motorola also is contributing to environmental and community efforts in China today. 
Motorola is the largest donor to the Hope Project in China, having given more than 
$820,000 to this program that supports elementary schools in rural China. 

In November 1995, Motorola became the first foreign company in China to co-sponsor - 
with the Tianjin Environmental Protection Bureau - an environmental protection 
symposium that brought together Chinese policymakers, regulators, scholars and 
practitioners from throughout the country. 

Motorola has begun an employee home ownership program in an effort to attract and retain 
the best employees in China by providing a high quality living environment. This 
program, which is encouraged by the Chinese Government, covers construction financing, 
mortgage financing to the employees, funds for community amenities and a portion of the 
mortgage payment liability. The first two buildings covered under this pioneering program 
will be ready for occupancy by the end of 1996. 
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Motorola •$ a leading supplier ot advanced telecommunica- 
tions and electronics equipment m China todav Piocucts sold oy Motorola 
in China include cellular phones, pagers, radio communtcalions systems and 
semiconduciqr components 

The goal ol Motorola in China is to serve as a model lot cooperative devel- 
opment Motorola is undertaking a wide variety ol initiatives wrth both its 
employees and customers to achieve that goal 1he company employs nearly 
7.000 people m China loday. That number is expected to grow to M.OOO by 
the year 2000 

Motorola's long-standing commiinteni to training and education is evident 
in China. All Motorola employees in China receive extensive training in human 
resource pnnciples ot pariicipaiive management, empowerment, motivation, 
individual dignity and ethics. 

A drar>ch ot MQrQro'a University (MU) was es’abl'.shed Beijing in 1993 to 
train employees, customers, suppliers and government officials in a range of 
management, technical and other areas MU established a second branch in 
Tianiin, at the end of 1995 

Customers in China include the Ministry of Posts and Telecommunications, 
provincial telecn,nmur\ic3t'Cns aothoritses, m.urticipal and other public safety 
authorities, financial insiilunons. educational institutions and private companies. 

Motorola opened a lepresentairve office in 
Beijing in 1986 and has experienced rapid growth since the early 1990s as 
an active participant in Chirva's transition to a martiet economy Motorola 
(China) Electronics. Ltd. (MCEUi a wholly owned Motorola entity, was incor- 
porated in March 1992 P Y. Lai is president of MCEL. 

In June 1 99? Motorola broke ground on its rust fliajoi manufacturing facility 
in the Tianjin Economic Development Area [TEOAI The lacility. which began 
operation in March 1993. produces pagers, cehulai telephones, communica- 
tions components and semiconductors, mostly for sale in Chita and other 
markers in Asm. 

In March 1995. Motorola announced its first jomi venture aitangemem in 
China with Leshan Radio Factory lor the manufacture of discrete semiconduc- 
tors Since then Moioioia also has concluded lomi venture arrarigemenis 
With Nanjing Panda Electronics Group Corporation to produce home comput- 
ers based on certain PowerPC^'^ microprocessors and with Shanghai Radio 
Communications Equipment Manufacturing. Lid. to produce pagers. 


In September 1995. Motorola announced plans to build a large-capaciry 
integratea circuit wafer fabrication plant in Tianjin The piam will begin 
manufacture ot S-iiKh semiconductor wafers with sub-micron line widths by 
1997 These products will seivecusromasin automotive, communications, 
personal computen, peripherals and digital consumer markers. 

Motorola began operation ot its Asia Manufacturing Research Center 
[AMRCI In Seipng in December 1995 This is the company's lust manufactur- 
ing research lab outside the United Slates Earlier in 1395. AMRC announced 
a joint manufacturing research protect with the Computer Integrated Manu- 
facturing Sysiem-Engineerirtg Research Center at "China's Mil," Qinghua 
University in Beijing 

In addition to production facilities in Tianfin. Motorola’s investment in 
China includes headquarters offices m Beijing; branch offices m Shanghai. 
Goan.gthou. Tiartii'’., Harbin, Nanjing and Chengdu, a Motorola service shoo 
and software center in Beging. and Motorola University training centeis In 
Beijing and Tianjin. Future plans call for opening sales and service offices 
in another 20 cities throughout China 


Mc’.orola s 1995 combined sales 10 
China and Hong Kong reached S3 2billiat, or nearly 12% ol the company's 
total woildwide revenues. Motorola's investment of more than Si hillion 
makes it the largest U.S. invesior in China today Motorola s expons to China 
from the United States totaled roughly SI. 2 biliian in 1995. supponing jobs 
in many states, includirig Antona. Florida. Illinois and Texas 
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Motorola's operations in China rest ort (he same two ke/ 
beliefs that guide all of Motorola’s operatiorts wvtdwide — respect for diedig- 
nitv of the individual and uncompromising intagrity. These beliefs he^i crea^an 
environment of empowerment for all in a culture of participation The comnul- 
ment to teamwoit and continual learning also are key elements in developing 
the company's operations in Onna and its partnership with the Chmese people 
Motorola has a business code of conduct that all employees worldwide are 
expected to uphold Motorola has translated its code mto Chinese, and this 
document is used to brief all new hires in China 
In 1994. Motorola University began the Chinese Accelerated Management 
Program (CAMP), an intensive management training program for high-poten- 
lial Chinese employees CAMP's 14-mQmh program includes classroom and 
on-the-job training, as well as a two-month overseas rotation. 

During 1995, Motorola Univeisity provided more than 600 training days tor 
customers and government officials and more than 15.000 training days for 
employees in China MU trained more than 500 of Motorola's China-based 
employees in English and also conducted customer salisfaction and Six Sigma 
quality training courses for employees from 40 Chinese supplier companies 
Motorola brought more than 600 Chinese to its U S facilit«s during each 
of the last three years for meetings on Motorola technologies, design meet- 
ings with engineers and technical training The company's business units 
also provided more than 25,000 training days to employees at the Tian|in 
facility through orv-the-iob training and machine operator training. 

In addhion to irvhouse training. Motorola actively supports higher education 
in China The companv provided an estimated 2.000 scholarships over the last 
four years (or Chinese siudents at technical universities, including Qinghua 
University. Beijing Unrversrty. Beijing Posts and Telacommunicabons Univeisity. 
Tianjin University. Nankai University and Fudan University. 


Motonto established three microprocessor/microcontroller labs and five 
communicattOTS labs at universities in China and will expand this program to 
'20 imnersities over the next five years. The company supplied electronics 
kits and tachmcat manuals to about 30 universities throughout China in the 
past three yes's 

Motorola also is contiibuting to envi/onmental and community efforts 
in China raday. The company is the largest donor to Project Hope in China, 
having giMn more than S820.000 to this program that supports elementary 
schools m rwal China 

In November 1995. Motorola became the first foreign company in China to 
co-sponsor — vwlh the Tianjin Environmental Protection Bureau — an environ- 
mental protection symposium that brought together Chinese policymakeis, 
regulators, sdv^ars and practitioners from throughout the country. 

Motorola has begun an employee home ownership program in an effort to 
attract and retain ihe best employees in Otina by prrMding a high-quality living 
environment. This program, which is encouraged by the Chinese government, 
covers consmichorv financing, mortgage financing to the employees, funds 
lor community amenities and a portiort of the mortgage payment liability. 

The fim two buildings covered under this pioneering program will be ready 
lor occupancy by the and of 1996. 

Motorola Corporate Communications 
1303 East Algonquin Road 
Schaumburg. IL 60196 USA 
Phone 1847)576-5000 

Motorola is art Equal Employment Opportunity/Affirmative Action Employer 
Motorola and are registered trademarks of Motorola. Inc 



Ar«wn>^ fteibtie at Oiw ineUdt Grrtar Chau m •• 

taJinauh affiee uiShta^xu. Gaaophaa. Haahio. Nsi^aigs’i^ Ck fa f Ja 





114 


Chairman Crane. Thank you, Mr. Younts. 

Chairman CRANE. Mr. Cohen. 

STATEMENT OF CALMAN COHEN, PRESIDENT, EMERGENCY 
COMMITTEE FOR AMERICAN TRADE 

Mr. Cohen. Thank you, Mr. Chairman, for this opportunity to 
discuss the critically important issue of renewal of China’s MFN 
trading status. 

I am Caiman Cohen, president of the Emergency Committee for 
American Trade. Like other leading U.S. trade associations and 
companies, ECAT participates in the Business Coalition for United 
States-China Trade. For 5 years, the Coalition has led the overall 
effort of the American business community to support MFN and ex- 
panded United States-China trade. I am testifying today on behalf 
of ECAT, but our views mirror those of the Business Coalition and 
the over 800 American companies, associations and farm organiza- 
tions who are members of the Coalition. 

Extending MFN is in America’s national interest. MFN is the 
cornerstone of United States-China trade. It is also the foundation 
of overall United States-China relations. It provides a structure 
and an architecture which both countries can use to address a host 
of pressing bilateral concerns ranging from intellectual and prop- 
erty rights in arms proliferation to the improvement of the global 
environment and strengthening the rule of law. 

With MFN, all things are possible between the United States 
and China; without MFN, the entire United States-China relation- 
ship is at risk. The promising future of further expanding 
American trade with China, to the benefit of both nations, would 
quickly revert to the bleak antagonism, mutual isolation, and com- 
mercial embargoes of the cold war. 

Why should you be concerned about extending MFN? Quite 
simply, the economic stakes are enormous. Asia already accounts 
for over half of American trade. The Pacific rim includes some of 
the most dynamic and entrepreneurial economies of the world. In 
the next century, surging Asian demand for American technology, 
infrastructure, consumer products, and farm products can support 
hundreds of thousands of high-wage, high-skill American jobs. 

China will be the engine that drives the Asia Pacific regional 
economy over the next decade. In many key technology sectors, 
China has the potential to drive global demand — a fact that has 
not been lost on our foreign competitors. 

Today China is the fastest growing market in the world for 
American exports, purchasing about $12 billion in U.S. merchan- 
dise exports annually and nearly $2 billion in U.S. services. China 
is especially important as a future market for American agri- 
culture. As market-oriented reforms take hold, China is beginning 
to develop a large middle class which offers a market for American 
meats, grains, and processed foods. 

United States-China trade also supports hundreds of thousands 
of jobs in American retail establishments, consumer goods compa- 
nies, ports, and transportation companies. China has emerged as a 
vital source of imported footwear, toys and apparel for middle-class 
American households. 
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In terms of the cost for American consumers, revoking MFN 
would represent the equivalent of a $302 tax increase for the 
average American family. 

All Americans support the goal of promoting international 
respect for human rights. American companies are committed to 
being good corporate citizens. We believe that expanded trade 
offers the best tool for advancing human rights objectives. 

In the last decade, China’s free market economic reforms, which 
American trade and investment help to support, have truly trans- 
formed Chinese society. Today China is more entrepreneurial, more 
dynamic, and I hasten to add, more free. Living standards are ris- 
ing rapidly. Ordinary Chinese now are free to choose their own 
place of work, travel, and pursue entrepreneurial opportunities. 

Mr. Chairman, we urge the Subcommittee to begin thinking of 
ways to move beyond the divisive annual debates over MFN which 
have become increasingly counterproductive. Two decades ago. 
Congress enacted Jackson-Vanik. This amendment was passed dur- 
ing the midst of the cold war. It was designed to promote freedom 
of immigration for Soviet Jews. The cold war is over, but U.S. trade 
law still requires Congress each year to review and vote on the 
President’s determination. 

The annual debates over revoking or conditioning MFN have 
long since ceased to provide leverage on human rights and instead 
are becoming a serious roadblock to implementing long-term U.S. 
strategies to deal with an emerging global power. 

Mr. Chairman, the focus of U.S. trade law on annual resolutions 
to revoke MFN has put the administration and congressional lead- 
ership in the difficult position of defending and characterizing 
progress in China in terms of artificial 12-month increments. 
Whether it is trade, human rights or the global environment, the 
United States has little choice but to remain engaged with China 
for the long haul. 

The American business community welcomes your leadership, 
Mr. Chairman, and support and the support of many Members of 
this Subcommittee for unconditional renewal of China’s MFN trad- 
ing status. This is an important issue. The stakes for American 
companies and their workers are very high. 

We look forward to working closely with you and the Subcommit- 
tee on a bipartisan basis in the weeks ahead. 

Thank you. 

[The prepared statement follows:] 
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June 11, 1996 


STATEMENT OP MR. CALMAN COHEN 
EMERGENCY COMMITTEE FOR AMERICAN TRADE 
BEFORE HOUSE WAYS AND MEANS 
SUBCOMMITTEE ON INTERNATIONAL TRADE 


Thank you for this opportunity to discuss tho critically important issue of 
renewal of China’s MFN trading status. 1 am Caiman Cohen, President of the 
Emergency Committee for American Trade (ECAT). ECAT consists of the heads of 
leading U.S. firms representing all major sectors of the U.S. economy. The annual 
worldwide sales of our member companies total over $1 trillion and support about 
4 million jobs. 

Like other leading U.S. trade associations and companies, ECAT participates 
in the Business Coalition for U.S. -China Trade. For five years, the Business 
Coalition has led the overall effort of the American business community to support 
MFN and expanded U.S.-China trade. I am testifying today on behalf of ECAT, but 
our views mirror those of the Business Coalition and the over 800 American 
companies, trade associations, and farm organizations who are members of the 
Business Coalition. 

Extending MFN is in America's national interest. MFN is the cornerstone of 
U.S.-China trade. It is also the foundation of overall U.S.-China relations. It 
provides a structure and architecture which both countries can use to address a host 
of presaing bilateral concerns ranging from intellectual property rights and arras 
proliferation to the improvement of the global environment and strengthening the 
rule of law. With MFN, all things are possible between the U.S. and China. 

Without MFN, the entire U.S.-China relationship is at risk. The promising future 
of further expanding American trade with China to the benefit of both nations 
would quickly revert to the bleak antagonism, mutual isolation, and commercial 
embargoes of the Cold War. 

Why should you be concerned about extending MFN? Quite simply, the 
economic stakes for American trade are enormous. Asia already accounts for over 
half of American trade. The Pacific Run includes some of the most dynamic and 
entrepreneurial economies of the world. In the next century, surging Asian demand 
for American technology, infrastructure, consumer products, and farm products can 
support hundreds of thousands of high-wage, high-skill American jobs. 

China will be the engine that drives the Asia-Pacific regional economy over 
the next decade. According to the International Monetary Fund, China is already 
the world’s third-largest economy, trailing only the United States and Japan. Its 
economy has been growing by 10 percent annually. The World Bank has estimated 
that China needs to invest over $700 billion in new infrastructure over the next 
decade to sustain its economic growth, including transportation, power, 
telecommunications, water and sanitation, and environmental projects. Thus, in 
many key technology sectors. China has the potential to drive global demand - a 
fact that has not been lost on our foreign competitors. 

Today, China is the fastest growing market in the world for American 
exports. It purchases about $12 billion in U.S. merchandise exports annually and 
nearly $2 billion in U.S. services. These exports support over 200,000 American 
jobs. Leading U.S. exports to China include aircraft, telecommunications 
equipment, grain, computers, motor vehicles, power generation equipment, 
foitilizers, and specialty chemicals. Our exports to China have doubled since 1990 
and rose by 27 percent last year. 
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China is especially important as a future market for American agriculture. 
Earlier this year, Congress enacted a historic “freedom to farm” bill that 
implements major reforms to our farm subsidy programs. If American farmers are 
to prosper under a more market-oriented farm program, they need continued access 
to overseas markets, not trade embargoes. China is already the sixth-iargest 
foreign customer for American agriculture. It is projected to import 12 million tons 
of wheat and 2.0 million tons of corn in 1996 • 1997. As market-oriented reforms 
take hold, China is beginning to develop a large middle-class, which offers a market 
for American meat, grains, and processed food. USDA estimates 75 percent of the 
• future growth in American agricultural exports will be in Asia, of which 50 percent 
will come from China alone. 

U.S.-China trade also supporto hundreds of thousands of jobs In American 
retail establishments, consumer goods companies, ports, and transportation 
companies. China has emerged as a vital source of imported footwear, toys, and 
apparel for middle-income American households, replacing other Asian suppliers, 
like Taiwan. Korea and Hong Kong, which are shifting to production of higher 
value-added merchandise. In terms of the cost for American consumers, revoking 
MFN would represent the equivalent of a $302 tax increase for the average 
American family. 

All Americans support the goal of promoting international respect for human 
rights. American companies are committed to being good corporate citizens 
wherever they do business. We believe that expanded trade offers the best tool for 
advancing V.S. human rights objectives. 

In the last decade, China’s free market economic reforms, which American 
trade and investment help to support, have transformed Chinese society. Today, 
China is more entrepreneurial, more dynamic, and more free. Living standards are 
rising rapidly. Ordinary Chinese now are free to choose their own place of work, 
travel, and pursue entrepreneurial opportunities outside state-owned enterprises or 
a work unit. Satellite dishes give millions of Chinese access to foreign television 
programs. Western books and magazines are widely available. Hundreds of 
millions of Chinese are experiencing the opportunities and excitement of market 
capitalism first-hand. While China has a long way to go, the outlines of a civil 
society are beginning to emerge. 

The rise of a market economy in China represents a fundamental long-term 
challenge to the power of the state. Revoking or conditioning MFK would 
undermine, not advance, progress toward freedom and democracy and the rule of 
law. U.S. economic sanctions would undermine the very forces in Chinese society 
which are pushing for greater liberalization. 

Mr. Chairman, we urge the Subcommittee to begin thinking of ways to move 
beyond the divisive annual debates over MFN which have become increasingly 
osunter-productive. Two decades ago. Congress enacted the Jackson-Vanik 
Amendment to the Trade Act of 1974. This amendment was passed during the 
midst of the Cold War. It was designed to promote freedom of emigration for Soviet 
Jews. The Cold War is over. But U.S. trade law still requires Congress each year 
to review and vote on the President's determination to extend China’s MFN trading 
status. 

The annual debates over revoking or conditioning MFN have long since 
ceased to provide leverage on human rights, but instead are becoming a serious 
roadblock to implementing long-term U.S. strategies to deal with an emerging 
global power. We need to consider better ways to stabilize, improve, and eventually 
restructure U.S. -Chinese commercial relations. 
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The focus of U.S. trade law on annual resolutions to revoke MFN has put the 
Administration and Congressional leadership in the difficult position of defending 
and characterizing progress in China in terms of artificial 12-month increments. 
Whether it is trade, human rights, or the global environment, the United States has 
little choice but to remain engaged with China for the long-haul. Engagement 
recognizes that both countries will be far better off if they work with each other 
than if commercial relations are allowed to deteriorate into public recriminations, 
economic sanctions, and mutual isolation. 

There is no greater challenge for U.S. trade policy than bringing China into 
the global trading system under an appropriate protocol, which would subject Asia's 
largest country to the same international rules, disciplines, and free market forces 
which have brought increased prosperity, freedom, and openness to countries 
around the world. 

Mr. Chairman, the American business community welcomes your leadership 
and support and the support of many Members of this Subcommittee for 
unconditional renewal of China’s MFN trading status. This is an important issue. 
The stakes for American companies and American workers are very high. We look 
forward to working closely with you and the Subcommittee on a bipartisan basis in 
the weeks ahead. Thank you. 
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Chairman Crane. Thank you, Mr. Cohen. 

Chairman Crane. Mr. Snyder. 

STATEMENT OF DAVID F. SNYDER, ASSISTANT GENERAL 
COUNSEL, AMERICAN INSURANCE ASSOCIATION 

Mr. Snyder. Mr. Chairman, thank you for the opportunity to 
testify on behalf of the American Insurance Association in support 
of unconditional renewal of most-favored-nation status for China. 

The American Insurance Association represents over 250 major 
property and casualty insurers which write $60 billion in premiums 
annually in this country. Despite our name, many of those compa- 
nies are foreign-based, and add significantly to the capacity of the 
U.S. insurance market and to the investment in the United States, 
which exceeds $550 billion, much of that in infrastructure invest- 
ment. 

I would like to briefly make five points this afternoon. 

First, AIA recognizes that America’s economic and national secu- 
rity interests mandate continued MFN status for China. Only by 
building and maintaining a stable, growing trade relationship with 
China can we expect to have a strong voice in its economic future. 
The official encouragement in China of a market-based economy 
and a more open trade regime has resulted in the rapid growth of 
their economy, an increase in living standards and a historic oppor- 
tunity for American business to contribute and help mold China’s 
modernization. 

Second, because American corporations have made a major stake 
in China’s future, America can have an influence in China’s eco- 
nomic progress. We have all seen the export statistics — almost 
200,000 American jobs rely on our exports to China. We cannot 
simply afford to be shut out of that market. 

So far, however, China has severely limited access to its markets 
by U.S. insurers. To our knowledge, in fact, only one U.S. insurer 
has been granted the authority to do business directly in China. 
This is not to say, however, that other insurance activities are not 
taking place. Several AIA members maintain representational of- 
fices and have joint ventures. Several AIA members have initiated 
specialized training for Chinese officials. AIA members have 
provided training in the United States in loss control techniques. 

U.S. insurers have also introduced to China advanced techniques 
and technology for collecting and utilizing vital risk assessment 
data. Additionally, AIA members have conducted detailed studies of 
catastrophic exposures, including damage from earthquakes, ty- 
phoons and floods. Our members have studied and reported on in- 
suring China’s power industry, computer industry, mining industry 
and industrial parks to the various ministries. 

Third, insurance market liberalization is in China’s interest as 
well as ours. In a more open market, our members could bring 
more insurance methodology and modem technology to China, 
which could lead to an expansion of their insurance market. The 
acquisition of skills in this area would allow those skills to be used 
elsewhere in critical areas of China’s economic infrastructure. 
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AIA members could complement China’s domestic insurance 
industry and help create new areas of coverage and risk manage- 
ment services and help attract foreign investment. Increased for- 
eign insurance presence could help China to continue to expand its 
economy because it will help it bring additional investment, invest- 
ment that often is predicated on the availability of insurance for 
property, liability, and life insurance. 

Fourth, revoking China’s most-favored-nation status would have 
many negative consequences. Obviously, it would raise our average 
tariff on Chinese goods from 4.6 to 40 percent, which would make 
trade all but impossible, and potential revenue would be denied 
U.S. companies, including insurers. Their likely retaliation would 
cost the United States $14 billion in direct exports plus much of 
our $17 billion in exports to Hong Kong. Millions of Chinese work- 
ers in coastal export factories would lose their jobs just as hun- 
dreds of thousands of American export jobs would have to be termi- 
nated. And I ask. How would that help achieve any of the objec- 
tives that you have heard so far during this hearing? 

Fifth, maintaining China’s most-favored-nation status is only the 
beginning in opening its markets, including its insurance markets. 
The fact remains that the insurance market in China is not for the 
most part open to the United States and other foreign insurers. 
Essentially, only one U.S. insurer has been granted the authority 
to operate directly. Whatever the size or the sophistication of that 
company, it is not capable of providing the benefits to China that 
a much more open market could provide. 

Accordingly, we urge continuing efforts to achieve broader China 
market access through the World Trade Organization negotiations 
and all other appropriate forums. As Secretary Christopher said; 
“It is a worthwhile thing that if they are going to be members of 
the international community, if they are going to have the benefit 
of institutions that have been created in the post-World War II pe- 
riod, there are certain rules that need to be followed for member- 
ship. The World Trade Organization is a very good case in point.” 

“For nations to become members of the World Trade Organiza- 
tion, it is quite natural that the other countries require a certain 
amount of market access, especially for leading nations such as 
China. So, we have strongly encouraged their membership in the 
World Trade Organization, but on acceptable terms, on terms that 
would provide the kind of access that other great nations provide.” 

We urge action consistent with Secretary Christopher’s 
comments. 

In conclusion, we commend the President, Speaker Gingrich and 
Senator Dole for their support of renewal of most-favored-nation 
status for China. They recognize that only through sustained dialog 
supported by growing trade relations can the United States have 
a voice in China’s economic future. Termination of MFN status for 
China would only serve to isolate the United States at a time when 
unprecedented economic growth and reform are occurring in China. 
China would continue to grow, America’s trading competitors would 
gain market share and jobs, while the United States would lose 
both. 

Most-favored-nation status is, however, the beginning and not 
the end in providing for adequate openness in the insurance and 
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other markets in China, and in maximizing the benefits for both 
the United States and China in increased business of all kinds and 
insurance investment in China by U.S. insurers. We urge continu- 
ing efforts to achieve broader access to the Chinese insurance mar- 
ket through WTO negotiations and all other appropriate forums. 

Thank you, Mr. Chairman. 

[The prepared statement and attachments follow:] 
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STATEMENT OF 
DAVID F. SNYDER 
ASSISTANT GENERAL COUNSEL 
AMERICAN INSURANCE ASSOCIATION 

Mr Chairman and Members of the Subcommittee. 

Thank you for this opportunity to testify on behalf of the American Insurance Association (AIA) 
in support of unconditional renewal of Most Favored Nation (MFN) status for China. 

AIA represents over 250 major property/casualty insurance companies which write $60 billion in 
premiums armually, hold assets of SISS billion and have decades of experience in trade in China. 
Among AIA members are a surprising number of companies which are foreign owned, for 
example by companies based in Japan, Great Britain, The Netherlands, Switzerland, Germany and 
elsewhere These companies add significantly to the capacity of the U.S. insurance market and to 
property and casualty insurers’ investment in the U.S., which exceeds $530 billion dollars, a 
substantial portion of which supports infrastructure. 

AIA recognizes that America’s economic and national security interests mandate continued MFN 

status for China, 

Only by building and maintaining a stable, growing trade relationship with China can we expect to 
have a strong voice in its future. During the past four years, China’s economy has expanded by 
56 percent In 1995, foreign investment in China reached nearly $50 billion - up from $30 billion 
in 1994 This economic growth has led to sharply rising incomes and living standards for many of 
China’s citizens. But, there is more to be done. China has ambitious plans to improve the 
country’s basic infrastructure and expansion of vocational education opporturuties. 

When Western Europe, North America, and Japan began establishing modem consumer 
economies after World War II, they were home to some 340 million, 190 million and 100 million 
people respectively. Today, China is has a population of 1.2 billion and an economy that is 
expanding at a great rate The official encouragement of a market based economy and a more 
open trade regime has resulted in rapid growth of China’s economy, an increase in living 
standards and a historic opportunity for American business to contribute to China’s 
modernization. 

Because Amencan corporations have made a m^ior slake in China’s future. America can have an 
influence inXhiaa’s progress. 

In 1995, U S. merchandise exports to China exceeded $12 billion, an Increase of 26% over 1994 
These exports have produced over 200,000 high-skilled, high wage jobs in leading American 
Industries, such as telecommunications, energy, aircraft, and machine tools Today, China is the 
most rapidly growing market in the world. American workers and companies can not afford to be 
shut out of it. 

So far, China has severely limited access to its markets by U.S. insurers. To our knowledge, only 
one U.S. insurer has been granted the authority to do business directly in China, This is not to 
say, however, that other insurance activities arc not taking place. 

Several AIA members maintain representational offices and have entered into joint ventures with 
Chinese companies in Beijing, Shanghai, Guangzhou and numerous other major Chinese cities. 
Several AIA members have initiated specialized training for Chinese insurance officials, 
regulators, agents and brokers AIA members have provided training in the U.S. in loss control 
techniques to Chinese insurance professionals. 

U.S. insurers have also introduced to China the most advanced technologies for collecting and 
utilizing vital risk assessment data. Additionally, AIA members have conducted detailed studies 
of catastrophic exposures, including damage from earthquakes, typhoons and floods. Our 
members have studied and reported on insuring China's power industry, computer industry, 
mining industry and industrial parks to the various ministries. 

In a more open market, our members could bring modem insurance methodology and technology 
to China which could lead to an expansion of the entire insurance market. This would facilitate 
China’s modernization by making it easier for foreign high technology companies to invest in 
China. This technical knowledge would be shared with resident employees of foreign insurers. 

The acquisition of new skills raises the education level and productivity of the work force which 



123 


enables this technical knowledge to be spread to critical areas of China’s economic infrastructure. 

AlA members could complement China's domestic insurance industry and help create new areas 
of coverage and risk management services which could increase the size of China’s insurance 
market and attract critical, high technology foreign investment. Foreign insurers could add 
external financial capital, in the form of foreign direct investment and deposit/guarantee funds, to 
China's economy, to help finance infrastructure projects. 

Increased foreign insurance presence could help China to continue to attract foreign investors and 
modernize. Global investors demand evidence of insurance coverage-such as property, liability, 
or life insurance— before they invest. This coverage protects their manufacturing facilities in China 
and assures acceptance of their products in the international marketplace. State of the art 
insurance services and products, therefore, are critical building blocks in China’s future and 
provide unparalleled opportunities for America. 

Revoking China’s MFN status would have many negative consequences 

Revoking MFN would raise our average tariff on Chinese goods from 4 6 to 40 percent, which 
would make trade all but impossible, and potential revenue would be denied U.S. companies, 
including insurers. If MFN were revoked, China would lose about S44 billion in exports to the 
U.S., which is nearly a third of its total world sales. Their likely retaliation would cost the U.S. 

$14 billion in direa exports plus much of our $17 billion in exports to Hong Kong The 
consequences for both of our nations would be extremely grave. Millions of Chinese workers in 
coastal export faaories would lose their jobs, just as hundreds of thousands of American export 
jobs would have to be terminated 

Maintaining China’s MFN slams is only the beginning in opening its insurance market. 

The fact remains that the insurance market in China is not, for the most part, open to U.S. 
insurers This lack of market access is harmful to China by unnecessarily reducing the benefits of 
insurance market liberalization, and also to the U.S. and U.S. insurers. Accordingly, we urge 
continuing efforts to achieve broader China market access through World Trade Organization 
negotiations and all other appropriate forums. As Secretary Christopher said on May 17, 4996: 

It is a worthwhile thing that if they're going to be members of the international 
community, if they’re going to have the benefit of institutions that have been created in the 
post'World War II period, there are certain rules that need to be followed for membership. 
The World Trade Organization is a veiy good case in point 

For nations to become members of the World Trade Organization, it’s quite natural that 
Che other countries require a certain amount of market access, especially for leading 
nations such as China. So we have strongly encouraged their membership in the WTO, 
but on acceptable terms, on terms (hat would provide the kind of access that other great 
nations provide. 

We urge action consistent with Secretary Christopher’s comments. 

Conclusion 

We commend the President, Speaker Gingrich and Senator Dole for their support of renewal of 
unconditional MFN status for China. They recognize that only through sustained dialogue, 
supported by growing trade relations, can the United States have a voice in China’s future. 
Termination of MFN status for China would only serve to isolate the United States at a time when 
unprecedented economic growth and reform are occurring in China. China would continue to 
grow, America's trading competitors would gain market share and jobs, while the U.S. would 
lose both. 

MFN status is, however, the beginning and not the end in providing for adequate openness in the 
insurance market in China and in maximizing the benefits for both the U.S. and China in increased 
insurance business and investment in China by U.S. insurers. We urge continuing efforts to 
achieve broader access to the Chinese insurance market through WTO negotiations. 

Mr. Chairman, thank you for this opportunity to testify in support of unconditional MFN status 
for China. I would like to submit the attached May 30, 1996 letter fi-om Mr. Robert E. Vagley, 
AIA’s President, into the Record, along with two graphs which illustrate America’s growing slake 
in China and conclude by urging this Subcommittee to support American economic and national 
security interests by renewing MFN for China. 
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AMERICAN INSURANCE ASSOCIATION 


1130 Conntcttcui Avenut N w 
SutolOOO 

Washington. D.C. 20036 

pae)C»7ioo 

(Za9 2»>12t9 FAX 


May 30. 1996 


The Honorable Newt Gingrich 
Speaker 

United States House of Representatives 
2428 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Speaker: 

The American Insurance Association is a trade organization representing more than 250 property 
and casualty insurance companies, which employ more than 150,000 people, write S60 billion in 
premiums, and pay nearly S2.2 billion in state taxes and licensing fees each year. The AlA has its 
headquarters in Washington, D.C., and has representatives in every state. AlA's International 
Committee is comprised of high-level member company executives whose jobs are to oversee 
international developments and policies for their companies. 

it is on behalf of our International Committee drat 1 am writing you to express our members' 
concerns about U.S. proposals to impose trade sanctions against the Chinese and Chinese public 
statements that they will exclude American companies from business opportunities in China if the U.S 
imposes trade sanctkMis or attaches conditions to renewal of China's MFN status. 

While our members understand the complex mix of issues facing the Administration and 
Congress in the renewal of China's MFN status this yw, we strongly believe that China should be 
granted unconditional MFN status without imposition of odter trade sanctions. This recommendation 
does not, of course, preclude continued Sino-American discussions on multiple levels. Given the U.S. 
presidential election this Fall and succession issues wtdiin the Chinese leadership, this is a time of 
multiple political sensitivities on both sides and hence a time to do everything possible to maintain a 
bilateral dialogue. 

If I can help answer any questions you may have regarding our members' position on this issue, 
please do not hesitate to call. 


.Sizicerely. 


Singe 




Robert E. Vaglcy 
President 



WALTER E. FARNAM 


DONALD R. FRAHM 
CNNRMWieaCT 


JOELSTMCIIL 


ROeetTV MB40E150HN 


HOBBIT EVAQL£Y 
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Chairman Crane. Thank you, Mr. Snyder. 

Chairman Crane. Mr. Kapp. 

STATEMENT OF ROBERT A. KAPP, PRESIDENT, UNITED 
STATES-CHINA BUSINESS COUNCIL 

Mr. Kapp. Thank you. Congressman Crane, and thank you for 
letting me join you again this year, the third year in a row that 
I have had the pleasure of representing the United States-China 
Business Council and its 300 member companies at a hearing of 
this Subcommittee. 

As we begin, I wanted to make sure that I called your attention 
to an attachment that I submitted with my testimony, prepared by 
the United States-China Business Council, called “U.S. Corporate 
Practices in China: A Resource Guide,” which we hope will provide 
a useful guide to some of the ways in which American companies 
today operating in China have adopted socially constructive and 
positive activities and programs as a part of their presence in the 
People’s Republic. 

Most of the points that are in my written testimony have been 
touched on not only by other speakers today, but by other speakers 
in other years, so I will not dwell on them at length. In order to 
give the most fluent presentation, let me read a little bit of some- 
thing that I prepared for another hearing last week, which I hope 
will actually speak back to some of Mr. Rangel’s points, while intro- 
ducing a little bit of a perspective on the way we look at China and 
the way we approach China as a business community and as a 
country. 

It is important to view China as a work-in-progress and not as 
a portrait frozen in time. The image of a static frozen Chinese 
monolith is simply mistaken and coexists uneasily with demonic 
images of a China in the midst of uncontrollable and unstable 
change. 

Businesspeople in particular have experienced intimately, for 
better or worse, the bureaucratic fluidity, the uneasy mixing of ad- 
vanced globalism and narrow xenophobia, the policy shifts, and the 
burst of entrepreneurial energy that characterized China’s 
approach to what they call “the outside world.” 

Our experiences in business tell us: First: that an ancient, secre- 
tive and deeply bureaucratic and long autocratic society is pro- 
foundly in flux; second, that the transformation of the economic 
condition of a population five times our own, a population which, 
incidentally, will increase by 300 million between the year 1980 
and the year 2010, from grinding poverty and colossal misery to 
even the lower rungs of the middle-income ladder, is the work of 
many decades; third, that old habits of paralyzing bureaucratic ste- 
rility and “government by personal connections” decline slowly and 
die hard; fourth, that the rule of law as Americans conceive of it 
has not hitherto existed in China and may not, evolve as a close 
replica of our system in the future; and fifth — and this one I want 
to dwell on because it is a complicated sentence, but it is a point 
that I think is especially relevant to the Congress — that China can 
act in ways that Americans wish it to act, and can even do things 
we press it to do, but that it is futile to expect China to proclaim 
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publicly that U.S. pressure caused it to take the actions we desired 
of them. 

I would like nothing better than to persuade all the members of 
the previous panel of this hearing to come around to our point of 
view on MFN. But even if they ever did so, could I reasonably ex- 
pect that they would stand up and say, “We have changed our 
minds on MFN because of what Bob Kapp told us”? Absolutely out 
of the question. Similarly, there are many cases in which China 
has acted in ways that we would like to see them act, but we can- 
not sit and wait for the Chinese to say to the world, “We did it be- 
cause the Americans told us to”; it is simply not going to happen. 

The final points are that American participation in China’s eco- 
nomic transformation is compatible with and supportive of 
American ideals and widely shared American hopes for China’s fu- 
ture, but that the Chinese drama is, at bottom, China’s to play and 
not ours to direct; that off-again, on-again encounters with China, 
punctuated annually be periodic searing blasts of public denuncia- 
tion of China’s and social behavior, are a recipe for persistent dis- 
appointment; that the economic and trade ties between the two 
countries which now, since the collapse of the Soviet threat, pro- 
vide the essential foundation for the maintenance of United States- 
China normal intercourse on the wide range of global and regional 
issues that we must address, are robbed of crucial predictability by 
the omnipresent threat of MFN destruction; that it is possible, 
through long, laborious, constant effort and the gradual develop- 
ment of effective communication and confidence, for U.S. and 
Chinese counterparts ultimately to make progress and find com- 
mon ground, but that it is nearly impossible to do so without that 
heavy commitment of time and effort. 

We believe that China’s trajectory has not been a straight line. 
It will not be a straight line in the future. It may take decades for 
many far-reaching questions in China’s development in all sectors 
to be answered clearly. 

We in the business community sense at close range the see-saw 
debates that lie below the surface of daily life in China as China 
ponders its daunting choices — toward greater globalism or more 
doctrinaire nationalism; toward an even more rapid marketization 
of the Chinese economy with its attendant risks of social disloca- 
tion, or toward more conservative policies protective of longstand- 
ing state sector interests; toward fuller cooperation with the United 
States and the industrial democracies, both bilaterally and in mul- 
tilateral institutions, or chart a narrow and less accommodating 
stance aimed at the United States. 

We believe that America and American companies developing 
business with China have opportunities to play a constructive role 
in China’s evolution along lines compatible with our hopes and val- 
ues, but we recognize that we cannot and should not presume to 
design China’s course for the Chinese and that we will fail if we 
presume to do so. 

We know all too well that our competitors around the world are 
waiting in the wings to snap up the very large and growing busi- 
ness opportunities that the United States will cast away if basic, 
normal economic relations between our countries are ruptured. We 
know full well that the United States must and does defend its core 
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interests in relations with China as with any country, but we feel 
that the aborting of large and rapidly growing economic ties 
between us is the very opposite of an effective strategy in this 
regard. 

We know that a deep reservoir of good will exists in the United 
States toward China, and in China toward the United States, and 
in that regard, as I conclude, we urge that Congress and the White 
House jointly and in a bipartisan manner rededicate themselves to 
the cultivation of the positive aspects of a long and complex United 
States-China relationship. American companies do it; local commu- 
nities do it; colleges and universities do it; foundations and non- 
governmental organizations do it; families do it. The U.S. Govern- 
ment in a bipartisan manner can and should do its part as well. 

Thank you, Mr. Chairman. In conclusion, let me simply say to 
those who would kill MFN, destroy a $60 billion trade relationship, 
and bring American-Chinese relations to their knees, when you de- 
liver the gift contracts and jobs to our foreign competitors around 
the world, I hope very much that you will not fail to sign the card. 

Thank you. 

[The prepared statement and attachments follow.] 

The booklet, “U.S. Corporate Practices in China: A Resource 
Guide,” is being held in the Committee’s files.] 
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The United States-China Business Council 


IBtflNSiwi.NW . Suite 200 • Wajhihpoft. DC 20036^ Telephone. 202/429-0340 Fax; 202/775-2476 


Testimony of Robert A. Kapp, President 
United StateS'China Business Council 

Before the Subcommittee on Trade and Human Resources, Committee on Ways and Means 
U.S. House of Representatives 
June 11, 1996 


Mr. Chairman: 

Thank you for the opportunity to return to your hearing room to offer the perspectives of the U.S. 
business community at this year's hearing on U.S.-China Trade and the renewal of normal tariffs 
on imported products from the People's Republic of China. 

The US-China Business Council is the principal organization of American companies engaged in 
trade and investment with the People's Republic of China. Supported by a growing roster of 
more than 300 major U.S. companies, the Council continues this year to urge, as it has in the 
past, the maintenance of stable, normal economic relatioris between the U.S. and China. 

We are in the seventh year of this process. There is little to be said that has not been said in 
some form before. The size and dynamism of overall U.S.-China commercial relations has 
continued to increase over the past year. The relevance of U.S.-China business to people in all 
walks of American life, in all of our states, has continued to intensify. U.S. merchandise exports 
to China, for example, rose 27% in 1995 over 1994, and together with exports to China through 
Hong Kong account for nearly a quarter of a million U.S. jobs. The year-on-year trade and 
investment numbers for 1 995 are indeed new, and they are impressive. 

The two nations have, however, had a difficult year in govenunent-to-govenuneni relations, both 
in the field of international trade and in non-trade areas. The sense of exasperation with each 
other's behavior is more evident now in both countries than it was a year ago. To the long- 
discussed issues of human rights, proliferation and trade frictions have recently been added 
heightened feelings of concern in many U.S. quarters over the future of mainland-Taiwan 
relations and over the implications for U.S. security of the development of Chinese regional and 
global military strength. In China, the tensions of the past year have apparently led to a growing 
concern over the long term intentions of the United States as China continues its rapid economic 
growth. 

Under these circumstances, the corrosive influence of the annual MFN exercise in which 
Congress is now engaged is not helpful to the resolution of outstanding U.S.-China issues in any 
held. 

Let me thus briefly discuss a series of points relating to MFN revocation and renewal. I am 
happy to discuss them further in question and answer. 


1. First, the most obvious point of all still bears repeating: MFN equals NST . "Most 
Favored Nation" equals "No Special Treatment." Of the nearly-two hundred nations and 
territories with whom the U.S. trades, only seven — all of them insignificant trade partners — do 
not enjoy MFN-level tariffs on their goods entering he U.S. Many countries enjoy U.S. tariffs 
lower than MFN-level tariffs. MFN is not a special favor, not a gift, not "preferential trade 
treatment." It is the bedrock of this country's normal, routine trade with the world. 

2. Economics and trade are the foundation of U.S.-China relations. The Soviet threat is 
gone. Our two giant nations occupy a crowded and troubled globe. Ignoring one another is 
literally impossible. Burgeoning economic relations, despite individual trade disputes, are the 
main channel for the preservation of stable relations between the two countries; they form the 
foundation for cooperative relations in other vital fields. If economic and trade relations are cut 
off, the full range of U.S.-China interactions will be compromised. That is not in the U.S. 
national interest. 
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3. It is time, as one Senator remarked at a hearing last week, to reject hypocrisy on the 
China MFN issue. The presence of major human rights abuses, now and in the past, in other 
nations with which the United States conducts normal trade relations is no secret. To this day, 
the U.S. maintains MFN with nations whose international conduct it deplores and denounces in 
the strongest terms. 

Here is an example from the recent past. One of the most moving and praiseworthy 
developments in Taiwan's political development over the past few years has been the willingness 
of Taiwan's leaders to come publicly to terms at last with the facts of the military suppression in 
1 947 of a popular protest uprising by the people of Taiwan against the very party regime whose 
descendants still govern Taiwan — a suppression in which twenty thousand people are now 
estimated to have been killed. The public acknowledgment of that tragedy today is one of the 
finest testimonials to the political openness that has come to Taiwan in recent years. Yet it is 
worth noting that forty five years of silence elapsed between the time of the tragedy and its 
emergence into public view. During that time the United States did absolutely nothing to 
respond punitively to what was well known to have happened. 

4. Revoking MFN will have veiy serious economic consequences. It will bring U.S.-China 
trade and economic relations essentially to a halt. Nearly a quarter of a million U.S. jobs are 
directly attributable to U.S. exports to China, both direct and via Hong Kong. Chinese imports to 
the U.S. account for additional jobs in the transportation, distribution, sendees, and retail sectors, 
offering goods of desired quality at economical cost to American buyers and consumers 
including those with the most limited means. A just-completed study estimates the potential cost 
to American consumers of the shutdown of Chinese imports at up to $29 billion. The study finds 
that American exporters would lose large and growing markets to third-country competitors, at 
the risk of nearly 200,000 U.S. jobs. 

5. Taiwan and Hong Kong, together with the People's Republic of China, today form 
"Greater China"; the impact of catastrophic damage to U.S. -mainland trade spills over upon the 
very territories that some of MFN’s most virulent opponents admire and wish to support the 
most. Hong Kong delivers its appeal each year to Congress to preserve normal U.S.-China trade 
and keep Hong Kong out of harm's way. Governor Chris Patten has made the same case this 
year during his recent visit to Washington, urging Congress to save Hong Kong from the havoc 
that MFN revocation would wreak on the territory as it approaches the politically sensitive 
moment of transition to Chinese sovereignty. The leader of the Democratic Pany in Hong Kong, 
Mr. Martin Lee, has himself called for the continuing of MFN. While the authorities on Taiwan 
have not formally expressed themselves on the subject, well-placed private figures with 
impeccable government contacts have done so, as in the case of an important article in the Wall 
Street Journal last May 7. Taiw'an investors have put $25 billion into mainland facilities, many 
of them producing for U.S. markets goods that formerly went from Taiwan to the United States. 

1 urge those who would revoke MFN as a means of expressing solidarity with Taiw'an in the face 
of threats from the People's Republic to contact quietly their Taiwan government friends for their 
views on MFN renewal. I am confident that most would advise leaving MFN untouched. 

6. U.S. business knows perfectly well that dealing with the PRC is not easy, and that stable 
and successful cooperation with China is the work of years of patient and laborious effort. In 
fact, with years and even decades of direct experience working at all levels of Chinese society 
and government, we believe that American businesses understand the challenges of building 
successful relations with PRC counterparts better than many other Americans who view China 
through the lens of theory- or the filter of U.S. media coverage. The Chinese business 
environment is always challenging, sometimes daunting. Certain business sectors experience 
particularly acute difficulties; the current intellectual property rights battle is a case in point. 
Aspects of China's recent economic and commercial policy development are troubling, even as 
other aspects are encouraging. 
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There is no need to list here the concerns of American companies one by one; suffice it to say 
that nearly every U.S. firm in China has experienced problems on some issues and would like to 
see China's commercial behavior change in particular \^ys. 

Nevertheless, the essential point is that with virtually no exceptions the more than 300 major 
companies that make up the US-China Business Council agree: destroying normal trade relations 
by revoking MFN would be profoundly counterproductive. MFN revocation is simply not an 
appropriate response to specific difficulties in the trade and business environment. 

8. It has recently been asserted that the value of the annual Congressional MFN debate lies 
in providing a venue for the publication and criticism of Chinese abuses in such fields as human 
rights and labor rights. Such publicity, it is argued, has a constructive effect in forcing the rate of 
progressive change inside China. 

But Congress doesn't need to threaten the breakdown of U.S.-China economic relations just in 
order to have a hearing. While we believe very strongly that highly public and politicized 
denunciations of the Chinese government are likely to lessen rather than increase the likelihood 
of U.S.-China cooperation on most outstanding problems, the Congress can hold hearings and 
make statements about China anytime it likes, without perpetually threatening to kill normal 
economic relations worth sixty billion dollars, tfirow hundreds of thousands of Americans out of 
work, and impose substantial new burdens on American consumers. - 

Finally, let me urge the many Members of Congress genuinely concerned over the problem of 
personal moral responsibility to consider the likely effects of a decision to try to wash America's 
hands of further relations with China by killing normal economic intercourse: the breakdown of 
normal bilateral communication on all issues, both commercial and noncommercial; the 
deepening of confrontation between the U.S. and China on all outstanding issues and on newly 
arisen problems; the strengthening of the most nationalistic and anti-American elements within 
China's political leadership and civilian elites; the wreaking of economic destruction on the most 
internationally-oriented sectors of Chinese economy and society; delivery of an economic body 
blow to Hong Kong on the eve of its transition to Chinese sovereignty; the list goes on. 

I do not see how dismantling the vast and generally productive economic relationship between 
the United States and China can provide, to conscientious legislators justly anguished about the 
ethical implications of their decisions, the comforting assurance that they have satisfactorily kept 
their hands uncontaminated by conditions they deplore. 

To the contrary: those who are genuinely animated by a personal desire to be true to their 
personal ethical beliefs might well ask themselves how they, holding elective office, can work in 
positive directions to expand and intensify the range of U.S.-Chinese interactions both 
commercial and non-commercial. 

There is much to consider, much to do. American businesses do their part, and the constructive 
role that U.S. business activity in China does play today merits acknowledgment. 

American local communities and cities do their part. American non-govemmentaJ organizations 
do their part. American colleges and universities have made enormous contributions. Chinese in 
an increasingly pluralized society can do their part, and an increase in their efforts jointly with 
American efforts to rebuild normal and fruitful relations would be profoundly helpful. 

MFN renewal this year guarantees none of that progress. MFN revocation, however, precludes 
it. Let us renew "NST" — "No Special Treatment" trade with China now, work to end the annual 
MFN controversy, and move on to the more strategic challenges of life on a small planet with a 
big and much too unfamiliar neighbor. 


Thank you. 
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MFN FACT SHEET 

(June 1996) 

What is MFN? Most Favored Nation (MFN) refers to the standard or "general" tariff 
treatment the US extends to other countries in return for reciprocal tariff treatment for US exports. 
MFN has been extended to China on a reciprocal basis every year since 1980. MFN is not a 
special privilege or reward, nor is MFN the most fftvored tariff treatment the US provides. Special 
tariff treatment, more favorable than MFN, is provided to over 31 countries and territories (and 
as many as 151 countries and territories should the Generalized System of Preferences (GSP) 
program be renewed) under the following special tariff programs: 

North American Free Trade Agreement (NAFTA) 

Agreement on Trade in Civil Aircraft 
Automotive Products Trade Act 
Caribbean Basin Economic Recovery Act 
United States-Israel Free Trade Area 
Andean T rade Preferences Act 

Under these programs, designated products may be imported at reduced or duty-free rates. China 
is not eligible for any of these programs. 

♦ Who has MFTV? Over 160 countries have MFN trading status with the United States, 
including such pariah states as Iran, Iraq, and Libya (although the US has imposed other trade 
sanctions on these countries). 

♦ Who doesn't have MFN? It is far easier to identify who doesn’t have MFN with the 
United States: 


Afghanistan Cuba North Korea Serbia/Montenegro 

Cambodia Laos Vietnam 

Under the Jackson- Vanik amendment to the Trade Act of 1974, a measure originally directed 
against the Soviet Union, MFN is denied to any “non-market economy” determined by the 
President to restrict free emigration. The President may waive the Jackson-Vanik restrictions if 
he determines the country permits free and unrestricted emigration or if he believes MFN would 
promote free emigration. 

In recent years, the annual debate on China’s MFN status has provided a forum for members of 
Congress to register their concerns on a broad range of bilateral issues extending far beyond the 
narrow criteria described in Jackson-Vanik. However, threatening MFN withdrawal has proven 
to be ineffective in addressing any of these issues. 
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-f The mechanics of MFN extension/withdrawal; China’s MFN status expires on July 
3, 1996. By law, the President must inform Confess no less than 30 days prior to that date of his 
intention ta renew or withdraw normal trading privileges. 

Congress may overturn a decision to extend MFN to China by passing a joint resolution of 
disapproval— a straight “up or down” vote on MFN extension. Note, no Congressional action is 
required to support extension. The joint resolution to deny MFN is privileged and must be 
considered under “fast track” procedures; it may not be amended or bottled up in committee. 

Should the Congress decide to pass a joint resolution to deny MFN to China, it would have to do so 
within 60 calendar days of July 3, in other words, by September 1 , 1 996. 

If a joint resolution were to be passed, the President could veto the measure. The bill would then 
return to Congress, which could override the veto by the traditional two-thirds majority. An 
additional 1 5 legislative days are allotted for consideration of a veto override. 

If a joint resolution is passed and the veto is overridden, MFN trade status for China would be 
withdrawn, commencing 60 days after the disapproval resolution is enacted into law. Apart from the 
joint resolution of disapproval, the Congress may at any time pass free-standing legislation 
withdrawing MFN or conditioning future extension. House Ways & Means and Senate Finance are 
the key congressional committees responsible for considering MFN-related legislation and 
resolutions. 

What would withdrawing MFN mean? US duties on goods imported from China 
would rise to the rates established in the 1930$ under the highly protectionist Smoot-Hawley Tariff 
Law. The tariff for Chinese-made products would leap from an average rate of 5% to an average 
rate of nearly 50% (tariff rates for certain items wemid soar to more than 100%). Leading US 
imports from China such as footwear, toys, and apparel would become dramatically more 
expensive for American consumers. US importers and retailers would be forced to source the 
same products from other, more expensive manufacturers abroad. 

In addition, since MFN is extended on a reciprocal basis, CHiina would withdraw MFN treanneot 
for US exports, blocking access to one of the United States’ fastest-growing export markets and 
puaing over $25 billion in commiaed US investment at risk. In 1995, US merchandise exports 
to China totaled nearly $12 billion (up 27%), and another $5 billion worth of US goods sold to 
Hong Kong were re-exported to China. These exports support more than 200,000 high-skill/higb- 
wage American jobs. Leading US exports to China include aircraft, power geoeraung equipment, 
telecommunications equipment, computers, grain, cotton, and fertilizer. 

MFN is the cornerstone of US-China commercial relations. Withdrawing MFN from China would 
effectively suspend die commercial relationship with the United States’ fifth largest trading 
partner, and one of our fastest-growing export markets. 

Founded in J973. the US-Ouna Business Council is the principal organization of American corporations engaged 
in trade and investment with the Petrie's RepubUe China, its membership encompasses approximately 300 
businesses with facilities throughout the United Slates. The Council is headquartered in Washington. DC, and 
maintains offices in Beijing and Hong Kong. 
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Top Twenty-Five US imports From China in 1995 
(US$ millions) 


HTS# 

Item 

1995 Import 
Value 

MFN 

Tariff Rate 

Non-MFN 
Tariff Rate 

95039000 

Other toys, reduced-si 2 e models and similar recreational 
models 

1 .228.02 

Free 

70% 

64029918 

Nonwelt footwear with outer soles of rubber, piastics 

1.184.14 

6% 

35% 

64039990 

Nonwelt footwear with outer soles of rubber, plastics 

1.119.25 

10% 

20% 

95021000 

Dolls, representing only human beings and parts and 
accessories thereof 

794.83 

Free 

70% 

95034100 

Stuffed toys representing animals or non-human 
creatures and parts 

736.77 

Free 

70% 

64039960 

Nonwelt footwear with outer soles of rubber, plastics 

713.66 

B.5% 

20% 

42031040 

Articles of apparel and clothing accessories, of leather or 
composition leather 

603.13 

6% 

35% 

B5252030 

Cordless handset telephones 

535.82 

4.8% 

35% 

84733010 

Paris and accessories of machines under heading 8471 

476.04 

Free 

35% 

67029035 

Artificial flowers, foliage, and fruit and parts thereof 

466.84 

9% 

71.5% 

61109090 

Sweaters, pullovers, sweatshirts, waistcoats (vests) 

463.68 

6% 

60% 

64039160 

Nonwelt footwear with outer soles of rubber, plastics 

413.59 

8.5% 

20% 

64029140 

Footwear not elsewhere indicated, covering the ankle 

400.89 

6% 

35% 

39269096 

Articles of plastic not elsewhere indicated 

392.61 

5,3% 

80% 

85271 1 1 1 

Radio-tape player combinations, non-recording 

382,51 

2.2% 

35% 

95034900 

Toys representing animals or non-human creatures 

379.56 

Free 

70% 

64039190 

Nonwelt footwear with outer soles of rubber, plastics 

369.89 

10% 

20% 

94053000 

Lighting sets used for Christmas trees 

360.27 

8% 

50% 

95037000 

Other toys put up in sets or outfits 

348,74 

Free 

70% 

62061000 

Silk womens' or girls' blouses, shirts or shirt-blouses 

348,16 

7 4% 

65% 

84733050 

Other parts and accessories of machines under heading 
8471 

336.55 

Free 

35% 

95038000 

Other toys or models incorporating a motor 

323.43 

Free 

70% 

84145100 

Table, floor, wall, window, ceiling or roof fans 

322.20 

4.7% 

35% 

85199900 

Sound reproducing apparatus not elsewhere specified 

318.05 

2.3% 

35% 

27090020 

Petroleum oils and oils from bituminous rT«r>erals 

317.77 

10.5cts/bbl 

21cts/bbl 


Total Value 13.338.60 

Average Tariff Rate (Weighted) 

Total US Imports from China in 1995 
Total Value as Percentage of Total Imports 


45,555.43 

29.28% 


4.3% 


45.9% 
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What if MFN Were Revoked? 


June 1996 


Sometime before Labor Day, and probably before the Fourth of July, Congress will vote 
on a Resolution of Disapproval to overturn President Clinton’s decision to renew normal 
tariff treatment (commonly called Most Favored Nation, or “MFN" status) for China. 
Debate on the resolution will be heated: virtually every area of disagreement in U.S.- 
China relations will be raised: and Chinese policies and practices will be denounced by 
advocates of MFN revocation. 

But what would MFN removal accomplish and what would it fail to achieve? If MFN 
were revoked, we would see: 

1 . A sharp cut in trade ~ Commerce with our 5th largest trading partner (nearly $60 
billion in 1995) would slow to a trickle because it would no longer be economical for the 
two sides to trade with each other The price of US imports from China would rise as 
the average tariff rate on Chinese products would climb from 5% to nearly 50%, shifting 
sourcing to more expensive producers in other countries. These higher prices would 
cost American consumers $29 billion per year, or an average of $302 per American 
household. 

2. Swift retaliation -- China would revoke MFN treatment for US goods, reducing US 
exports to China, and threatening more than 200,000 American jobs. China would buy 
from the United States only those goods that are absolute necessities and which are 
unavailable from any other source. We would thus lose one of our fastest growing 
export markets - US exports to the PRC soared 27% in 1995. More importantly, the 
loss of MFN would jeopardize American companies' competitive position in what Is 
clearly going to be the most important emerging market for decades to come. 

3. Deterioration of the overall US balance of trade by about $20 billion - While 
current US exports to China of $12+ billion per year would drop almost to zero, and 
opportunities for rapid expansion of our exports would evaporate; our importers would 
turn to other low-cost producers abroad for the shoes, toys, and cheaper textiles and 
apparel we presently buy from China. 

4. Threaten US investment - The loss of MFN would destroy the economic foundation 
for bilateral ties. The $28 billion US firms have committed and the $10 billion actually 
invested in China would be put at risk. Many of these US ventures are dependent on 
sourcing US-made inputs, which would carry prohibitively high tariffs (if MFN were 
revoked). Ali would be susceptible to discriminatory treatment from Chinese officials 
and citizens, if the United States were to withdraw MFN 
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5. Worsening relations — US-China relations would suffer a major setback as a result 
of our virtual declaration of economic war on China. China could exercise its veto 
authority on the UN Security Council to thwart US-sponsored initiatives such as the de- 
nuclearization of the Korean Peninsula and peace-keeping in Bosnia. Cooperation on 
proliferation issues, environmental programs, and other issues of global concern likely 
would falter. 

6. Regional instability - Loss of MFN for China would be harmful to both Hong Kong 
and Taiwan. The Hong Kong economic growth rate would be cut in half, unemployment 
would double, and confidence in the territory’s future, at this critical time in its transition 
to Chinese sovereignty, would be shattered. Taiwan's economic and security interests 
likewise would be jeopardized. Taiwan is the second leading source of foreign 
investment in China. The bulk of Taiwan’s investment is in export-processirtg industries 
that sell to the United States. In fact, all of China's regional neighbors benefit greatly by 
China’s continued economic growth, reform, and integration into the regional and global 
economies. 

7. Suspicion and distrust of the United States - Above all, MFN withdrawal would 
provide a powerful political weapon for hard liners in Beijing who remain suspicious of 
China’s market reforms and its integration in the global economic system. MFN 
withdrawal might spur them to curtail or slow the pace of refonn. MFN withdrawal would 
confirm their fear that economic integration is a threat to PRC sovereignty. The United 
States, political dissidents, and reform-minded officials in China would be blamed by the 
political leadership in Beijing for the economic hardships which undoubtedly would 
result. Popular sentiment in China would turn against us. 

What would MFN revocation not achieve? 

There would be no resolution of any outstanding US-China disputes In trade, human 
rights, security affairs, or any other field. 

Serious problems remain in the US-China relationship. Each should be addressed in an 
appropriate and effective manner. Lumping all our complaints into one basket - MFN - 
and then tossing it away is no way to resolve our differences. Killing US-China trade 
might make some Americans feel good for a little while, but as a means of effectively 
dealing with US-China differences, such a move amounts to no more than bad politics 
and terrible economics. 
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Chairman Crane. Thank you, Mr. Kapp. 

Chairman Crane, Let me pose a question to any or all of you. 
I have been to Shanghai, and I was overwhelmed with the eco- 
nomic progress and activity that was so highly visible during that 
visit, which was about 3 years ago; it was stunning. And it ap- 
peared to touch the lives of many. I left our group and strolled 
around local neighborhoods with my camera, taking pictures, and 
there were cheerful children playing in neighborhoods, neighbor- 
hoods well-kept, well-dressed people. 

What percentage of the total Chinese population has thus far 
been absorbed in those areas where this kind of economic develop- 
ment has occurred so far? Do any of you have any idea? 

Mr. Kapp. Well, Congressman, as a person who works on China 
and little else, maybe I can at least start off the response to that. 

China’s economic development is very rapid, but uneven. The 
cities and the coastal areas of China, such as Shanghai where you 
were visiting, have experienced the most rapid modernizing devel- 
opment and the most striking increase in prosperity since reforms 
began in the late seventies, and that is in very significant measure 
because they are the closest to and the most able to deal with the 
outside world and foreign business opportunity. 

In the interior, the record is more mixed, and one of the things 
of great concern to the Chinese leadership today is that there ap- 
pears to be a widening gap between the rate of improvement of eco- 
nomic condition in the interior and that on the coast — something 
that the regime is addressing itself consciously in the current, what 
is called “the Ninth 5-year Plan.” 

Having said that, if one does visit at least the cities of the inte- 
rior, one finds somewhat in miniature and in a more modest degree 
many of the same changes that struck you so forcefully in Shang- 
hai — massive amounts of construction in progress infrastructural 
improvements, the introduction of modem public works for the first 
time, like sewerage and telecommunications and so forth. 

In the countryside, again, there are still 100 million people or so 
whom the Chinese themselves recognize to be living in conditions 
of dire poverty, but the number is down by a couple of hundred 
million in the space of 10 years, and the Chinese have, legiti- 
mately, claimed some real success in bringing so many people out 
of dire poverty in a short period of time. 

Chairman CRANE. Does anyone else have an observation on that 
point? 

Mr. Younts. Just a comment. I would echo what Bob has said. 
In my 5 years of going to China, I have seen remarkable changes 
in the cities, including in the far north and the west; the progress 
in those areas is much less than in the coastal communities, but 
progress is nonetheless occurring at a very rapid rate. 

Mr. Cohen. I would just simply add to those comments that the 
types of changes that you observed and others are commenting on 
are the very kinds of changes that all Americans want to see in 
China. We believe that they lead to increased choices for individual 
Chinese about where to live, and where to work. It means in- 
creased personal responsibility and increased personal freedom, 
and from that perspective, we see it as very positive. 
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Chairman Crane. I was told that on almost a daily basis, there 
are impoverished people from inland China migrating to the cities 
which are enjoying tremendous economic growth and being 
absorbed within a relatively short period of time. I do not know 
what the percentage of growth is in those dynamic economic south- 
ern provinces, but at least it is a very positive indication. 

Let me ask another question, and this has to do really with 
Motorola’s involvement in some projects over there, one of which is 
the schools in the remote rural areas. How many U.S. corporations 
like Motorola are involved in developing these — -these are grammar 
schools, are they not? 

Mr. Younts. Yes, Mr. Chairman, they are grammar schools. We 
are currently focusing our efforts on the elementary schools, grades 
1 through 8 in the rural or depressed areas of China. To date, 
Motorola is one of the largest supporters of this program, having 
committed almost $1 million over the last 3 years to these pro- 
grams. We now sponsor 17 schools in depressed areas. We have 
been talking to other corporations with a presence in China to sup- 
port this organization. We have recently done a major audit on this 
program to make sure of where the funds are going, and we visit 
these schools each year. We think it is an excellent opportunity to 
improve the basic education of children in areas where they would 
not otherwise get education. 

We believe that in the last 24 months, we have brought 2,800 
children, who had dropped out, back to school. So, we believe we 
are making a difference. And we are approaching other companies, 
not only from the United States, but other countries as well, to par- 
ticipate in this program. We think that over the long term, it will 
make a significant difference. 

Chairman Crane. I was told by some American business 
representatives from China who were over here in the United 
States last year that under Chinese law, if you do business over 
there, you have to maintain clean and proper working conditions, 
you have to pay for overtime and provide health care for your em- 
ployees. Is that a guideline that applies also to domestic Chinese 
businesses the same way it does to foreign businesses? 

Mr. Younts. I’m not sure. 

Mr. Kapp. I would say yes, but with some differences stemming 
from the nature of foreign invested and domestic businesses. State- 
owned enterprises traditionally, as was said by an earlier witness, 
provided to the worker cradle-to-grave social services — leisure ac- 
tivities, old age care, medical services — nursery care for the kids; 
every aspect of that was provided as a function of the fact that one 
held a job in a state-owned enterprise. 

What the Chinese are going through now — and if you think we 
have Social Security problems, you really ought to invite some of 
your colleagues from the Chinese legislative bodies over to talk 
about this — what they are going through now is an attempt to cre- 
ate where none has existed before a network of institutions that we 
would call a safety net of funded retirement and pension and 
health insurance systems to take the place of the state-subsidized 
program that everybody more or less engaged almost for free. They 
have concluded, as so many other countries have concluded, that 
China simply cannot afford to pay for it all out of state funds any- 
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more. The massive subsidies to the state sector are what are 
driving the Chinese budget into the hole so badly. 

So, I include in my recommendations that Congress move more 
decisively to engage with China itself and to look toward construc- 
tive ways of developing cooperation and further interchange with 
colleagues in the PRC on subjects such as this. No area could be 
more relevant for the sharing of ideas and the discussing of mutual 
problems and differences than the area of the building of a social 
safety net in China for hundreds upon hundreds of millions of 
people who have not had it before. 

Chairman Crane. Mr. Cohen. 

Mr. Cohen. Mr. Chairman, for many of our companies in the 
Emergency Committee for American Trade, I would note that the 
standards for their facilities in China, are higher than those re- 
quired under Chinese law and regulation. Frequently, when they 
put up a facility in China, they are following the same standards 
that they would use if the plan were in Illinois or another State 
in the United States when it comes to safety or when it comes to 
the way things are laid out. And as a result, they have a record 
that many of them are very proud of indeed. 

Chairman CRANE. Well, the thought that crossed my mind was 
if there is any differential — that you have a couple of Chinese bud- 
dies who are having dinner tonight at the end of the day’s work, 
and one is working in a Chinese facility and the other is working 
for, say, Motorola, and the one complaining about his work environ- 
ment ought to be acquainted with Motorola’s opportunities for him. 

Something else that fascinated me was that book that you folks 
have published — I guess it is not for circulation back here — talking 
about Chinese employees at Motorola owning their own apartments 
after 5 years. How is that program structured? 

Mr. Younts. We currently have a program that we call EHOP, 
the Employee Homeowner Opportunity Program. We have set up a 
program whereby, after 10 years, the employee will own his home. 
After 5 years, they begin gaining the equity, and after 10 years, 
they own their own home. It is a shared program whereby the em- 
ployee puts up so much of the money, we put up so much of the 
money. We are financing the building of the homes. 

The Chinese government is watching the program very closely. 
One of the biggest problems they have socially with the shift away 
from the Iron Rice Bowl, is to provide housing for all of their peo- 
ple. This program is a way out of that situation, so it is being 
monitored very heavily by the Chinese Government. 

We will have our first 600 people in apartments by the end of 
this year. All employees, regardless of rank at the company, will 
be eligible for the program. Right now, we are backlogged about a 
year and a half in terms of construction with signups already. 

So, we believe that this is an excellent program not only from a 
social standpoint, but obviously, it makes good business sense. We 
are providing a lot of training to our employees, and we are inter- 
ested in retaining those employees, so it is a good business decision 
as well as a good social decision. 

Chairman Crane. Well, I want to comment — yes, Mr. Snyder. 

Mr. Snyder. I just want to add, Mr. Chairman, that even though 
insurance companies have largely been closed out of the market in 
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China so far, they have conducted a number of specialized training 
opportunities for Chinese insurance officials, and we have done 
special studies on providing adequate coverage for some of China’s 
fundamental infrastructure. I think that those who believe that 
trade is good in and of itself and then, even better, because it may 
lead to the accomplishment of other larger objectives, need to 
continue to make the case in this country and also in China. 

What we have found from the insurance market in the United 
States is, in fact, that we benefit significantly by the presence of 
foreign insurance companies who add financial capacity. That, in 
turn, provides not only insurance protection, which means you can 
buy more of it, and it is more competitive, but the money that is 
collected is then invested back in the United States in terms of the 
building of our own infrastructure. The huge percentage of insur- 
ance company investments supports the infrastructure in the 
United States through the purchase of government bonds and other 
kinds of public works financing. 

This same sort of thing could operate in China, but it is some- 
thing that needs constant reinforcement. So it is within not only 
our interest, but theirs, to open their markets. 

Chairman Crane. I want to commend Motorola, too, on initiating 
the environmental pursuits that you have done to get the attention 
not just of the government officials, but trying to attract other 
businesses into participation in that area. 

One of the points that I have made many times in regard to this 
kind of activity by an American presence is that there is the 
quotation from Ben Franklin, “A good example is the best sermon.” 
I think that this presence of American business on the mainland 
has the potential of the fulfillment of things that, at least here- 
tofore, we have found no other vehicle that works like just the ad- 
vancement of our fundamental business principles, and there are 
positive spillover effects. So, I commend all of you for what you are 
doing. 

Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Chairman. 

To be honest, I am more concerned about jobs in the United 
States than I am in China, but I have reached the point of believ- 
ing that these Republicans are not going to help me much in creat- 
ing any Federal programs to do it, and we are not going to increase 
taxes. So, I am convinced that the only way we can get more jobs 
in the United States is by supporting free trade and expanding our 
economic base. 

I would hope that you would exclude me from that group of 
people who believe that through sanctions, we can have other coun- 
tries behave as we are, as a democracy. It has been a problem in 
the United States, but I have not been a part of that problem. 

Having said that, I was very interested in this “saving face” ex- 
ample that you have given. Coming from a community where we 
did not have the luxury of the sophistication of saving face, it is 
he who is in the driver’s seat. And I gather that, basically, your 
testimony is that the Chinese are stealing American property 
rights in a variety of areas and they feel awkward in changing the 
nature of this theft; but notwithstanding that, since we cannot hurt 
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them without hurting ourselves, we might as well just continue to 
do what we are doing. 

I can only accept it because I have not found better tools to deal 
with China. I can understand why we cannot expect them to draft 
their own laws based on the U.S. Constitution. But, it just seems 
to me that if you have a trading partner which is not being fair 
with you, which ships you its goods but denies you the opportunity 
to ship into their community in a competitive way, which really re- 
fuses to hold discussions, which threatens American industry, and 
which holds us in utter contempt for bringing it up, something is 
wrong. 

I thought — and I hope I am wrong — that you were finding some 
type of a reason why we had to understand this type of thing. 

Mr. Kapp. No. I am glad you came back to this, Congressman, 
so that we can pick up on some of your thoughts from earlier today. 

Ambassador Barshefsky and her deputy Assistant U.S. Trade 
Representative Lee Sands are not out there, holding the Chinese 
government’s feet to the fire with a June 17 deadline, and $2 bil- 
lion in sanctions waiting to go into effect within 6 days, because 
the United States business community or anybody else thinks they 
do things differently in China than we do, and what is a little theft 
of intellectual property? 

Mr. Rangel. I mean, Mr. Kapp, I cannot find a better way than 
the administration has found at this point to show our concern. I 
just thought that those of you who deal with the Chinese might be 
able to better explain to me how people can do these things, with- 
out fear of the fact that we are going to retaliate. 

I mean, we are trading partners, it is of mutual benefit, and 
here, we find someone doing this, and now we have to threaten 
them, and then they threaten us. I just think that this type of 
thing violates every principle this country stands for, notwithstand- 
ing whether they become satellites of the United States of America 
or not. They can stay whatever they are. But I cannot go home to 
those firms that find that their biggest property value has been 
their research and that this can be distributed and redistributed 
while they argue — what is their argument, Mr. Kapp? What are 
they saying? 

Mr. Kapp. Mr. Rangel, if I can be absolutely certain that it is 
absolutely clear on the record that I am about to try to convey to 
you the views of the Chinese, and that they are not necessarily my 
views or those of my council, I would be happy to try. 

Mr. Rangel. Well 

Mr. Kapp. The Chinese say; “We accept the global view that 
modern international trade and commerce require the protection of 
intellectual property. Ten or 15 years ago, we had never heard of 
it. In a socialist society where everything is owned by the public, 
there was no such thing, but today we accept it. We are joining the 
world. We want into the WTO. We want to exchange knowledge 
and techniques and modern production methods with the world’s 
advanced economies. We accept it. We have created a patent law, 
we have created a copyright law, we have a crackerjack Patent Ad- 
ministration in Beijing. But please understand that we have 3 mil- 
lion square miles, we have 1.3 billion people — and that the act of 
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enforcing what we agree are established international norms of be- 
havior in this regard is a daunting task in a country like ours. 

When we signed that IPR agreement last year, the Chinese 
agreed at our insistence to create a new bureaucracy of discovery 
and enforcement on the intellectual property side of 900,000 people, 
according to my back-of-the-envelope arithmetic last year. 

The Chinese are saying to the rest of the world; “We cannot do 
it allover night.” 

For our part, we are saying; “Sorry, that is not good enough. We 
have an agreement; you signed it, you made commitments, and we 
have domestic law to back it up. If you do not live up to the agree- 
ment, the sanctions will go into effect, and you are going to pay 
heavily for it.” 

Mr. Rangel. Am I mistaken in my belief that these reproduction 
factories have been discovered, identified, and revisited, and that 
the Chinese — I read that four of the disc reproduction places were 
closed — but I thought they had known that; American 
businesspeople have taken them on tour as to where these things 
are. So, you are saying they do not have the ability to enforce, and 
that may be so, as it relates to all of China, but I thought it was 
a lack of will to enforce where they knew where the counterfeiting 
factories were. 

Mr. Kapp. Again, Congressman, I was trying to convey what the 
Chinese have said to us, not the views of myself or my council. The 
U.S. business community stands with 

Mr. Rangel. You are pretty good at expressing those views. 

Mr. Kapp. Well, the business community is very strong, 
absolutely unbending, on the fact that respect for intellectual prop- 
erty and protection of intellectual property rights are fundamental 
tenets of modern global business. If you are going to play in the 
global economy, no matter what country, you have got to stick to 
the rules, and we have supported the administration’s positions in 
that regard. 

Mr. Rangel. OK. I would like to talk or meet with your group 
to see whether they can come in and fine-tune some way to assist 
these people 

Mr. Kapp. But remember that this is an MFN hearing, and the 
thing that we wanted to try to bring home is that the discussion 
of this issue, on which we do have a big problem, and concerning 
which we have laws and have threatened sanctions, is an entirely 
separate matter from the question before this Subcommittee and 
the Congress these weeks, i.e., whether we throw the entire trade 
relationship with China down the tubes by canceling normal, non- 
discriminatory most-favored-nation trade with them. That, we feel 
is a separate matter. 

Mr. Rangel. You keep saying that it is separate. We kind of 
thought most-favored-nation was something special. Certainly, I 
did not hear all of these voices about bad policy with respect to 
Cuba — I know all of you find it consistent with your present think- 
ing that sanctions generally do not work — but I am not talking 
about sanctions, and I am not talking about not treating them as 
ordinary trading partners. I am just saying that your depiction of 
how the Chinese would think is what annoys me. But, I am going 
to have to find some way to meet these people halfway, intemation- 
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ally. The Chinese use face-saving and not understanding and their 
status as a developing nation as sophisticated excuses. On the 
other hand, we just do not give the Cubans this much opportunity 
to be that sophisticated. Thank God we have people like Mr. Crane 
to bring some balance to our policy as relates to places like China. 

But we expect some help from those companies that you rep- 
resent that are doing extremely well in China as opposed to those 
U.S. companies which are catching hell doing business in China.We 
need help from all who support your position that we should not 
take an extreme posture and cutoff trade with China. But, they 
need a lot more help from our American friends, as well as our 
European trading partners. 

Thank you, Mr. Kapp. 

Mr. Kapp. Thank you, Mr. Rangel; sorry to have taken so much 
of the other panelists’ time. 

Mr. Younts. At the risk of beating a dead horse, I would echo 
Bob’s comment in the sense that, in the last 10 years, the concept 
of intellectual property has first been introduced to China, so it 
takes a little bit of time. 

I can only relate to you an incident of a couple of years ago, 
talking with the Academy of Science folks there, when we were 
talking about intellectual property. After a 2-hour discussion, they 
were finally believing the concept — ^because we talked about their 
technology and the importance of protecting their technology — and 
in that context, it really came home to the Academy of Science. 

I think it is going to take a while to get this level of understand- 
ing to the provinces, so there will not be the requirement of a 
massive enforcement effort, which is itself very hard to do. 

We currently have two IPR lawyers in Beijing, working with the 
people in the enforcement agencies, not only in Beijing, but in the 
provinces, and we have been extremely encouraged — as a matter of 
fact, more encouraged than we have seen in other Asian coun- 
tries — with the support we have gotten to protect our trademark 
and intellectual property, copying of Motorola pagers and so forth. 
But, it is a full-time job, and we spent a lot of time educating the 
provincial governments as well as the Beijing government on the 
importance of the issue. 

So, I think it is a little more than just holding the hammer over 
their head; I think we have to help them understand and help 
them get the necessary regulatory processes in place to control this 
activity. 

They have now bought into the concept in Beijing, and I think 
they are taking it seriously. 

Mr. Rangel. My only question, Mr. Younts, is would you be that 
sensitive and understanding if Motorola products were being repro- 
duced as fast as software, the video movies and the music disc re- 
cordings — and knowing that you would still want to hang in there 
and change things around — I just do not find that sensitivity with 
the firms that are being victimized. 

Mr. Younts. We do have a lot of copycat pagers and cellular tele- 
phones, batteries and battery chargers, particularly in Guangdong. 
What we have discovered is that most of these companies are fi- 
nanced by Hong Kong and Taiwanese companies, not the Chinese 
companies. But we have the same problem. I would suggest— -and 
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maybe we can talk to some of your companies in terms of helping 
to solve the problem — that we go there and help them address the 
issue as opposed to just holding a hammer over their head. 

Mr. Rangel. It is my further understanding that the reproduc- 
tions are of equal quality to the American products. Did you find 
that with your Motorola copycats? 

Mr. Younts. No, sir, and unfortunately, that is a problem. It is 
not of the same quality, and some of the products, particularly the 
batteries and so forth, are dangerous products if not done correctly. 
So, we are concerned about having bad products out there 

Mr. Rangel. But, your problems would not be as great — I want 
someone to feel the pain of the other industries. I want to see all 
of our American businesses go there and expand there and 
throughout the world. 

Mr. Cohen. Mr. Rangel, if I might just add that ECAT, the 
Emergency Committee for American Trade, represents a broad 
cross-section of the business community. It includes companies that 
produce software, as well as CDs. It supports the efforts of the 
government to fight for protection of intellectual property rights. 

We do not in any way say to our government that these are not 
things that should be defended. These are rights that are very es- 
sential to the commercial interests of the United States. All of our 
ECAT companies are not equally affected, but we are not in any 
way withdrawing from making that very strong point; it is in our 
collective interest, and as a business community and as an ECAT 
organization, we are very firm on that point. 

Mr. Rangel. Well, I missed your testimony, but was that 
included, Mr. Cohen? 

Mr. Cohen. It does not. We have put out a statement that is on 
the public record, and I will get a copy of that to you. 

[The following was subsequently received:] 



145 


Emergency Comminee for American Trade i2iiC4mMcttcu(AM.N.w.wiaiiing(on.0.c.2003«(307)«s9.sf47 

NEWS RELEASE 

For Release: Contact: Caiman J. Cohen 

Wednesday May 15 1996 202/659-5147 

WASHINGTON. D.C, May 15. 1996 

STATElVnENT OF THE EMERGENCY COMMITTEE FOR AMERICAN TRADE 
Duane L. Burnham. Chairman and Chief Executive Officer of Abbott Laboratories 
and Chairman of the Emergency Committee for American Trade, released the following 
statement today: 

“Member companies of the Emergency Committee for American Trade are 
engaged in numerous trade ventures with enterprises in China and strongly support 
expansion of U.S.-China trade ties, including the extension of China’s most-favored-nation 
trading status. Strong intellectual property protection is vital to the continuing success of 
the commercial interests of ECAT companies throughout the world. 

We hope that a U.S.-China accord shortly can be reached that settles the 
outstanding intellectual property rights issues to the mutual advantage of the United States 
and China." 
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Mr. Rangel. Well, I would encourage all of you to get those 
statements up front in your initial testimony, because we will end 
up at the same place, but to the degree of all of us understanding 
that, we are American, and what is happening to these firms could 
happen to your firms, and you will be looking all around for help. 

So I would appreciate it, Mr. Cohen, if you could tell the industry 
that our back is against the wall, and we cannot find any better 
tool to work with than what has been developed by the administra- 
tion, and that has been rejected. But still, if we can all read from 
the same page as American firms, because they lose jobs, I lose 
jobs. 

Thank you, Mr. Chairman. 

Mr. Snyder. Congressman Rangel, if I might just add very 
quickly, that sort of a flexible approach — no one answer necessarily 
deals with all the questions — is very, very important. 

We felt that granting most-favored-nation status, or continuing 
it, made sense in the long term. It is good for trade, and it gives 
us some credibility and an entre into China, both politically and 
economically. 

On the other hand, we feel that the World Trade Organization 
and other negotiations provide the circumstances under which im- 
portant issues can be presented. We should insist that China plays 
by the same rules all other great nations do, including access, abid- 
ing by the rule of law, and other things like that. 

The hope is that if we have not unduly made negative points on 
issues that, frankly, can hurt us as much as them, we can build 
some credibility with them in terms of our relationships and the 
molding of their modernized society. Then we have better cir- 
cumstances under which these other trade, political, and national 
security points can be more effectively delivered and, hopefully, 
abided by. 

Mr. Rangel. I assume that all of you support the President’s 
sanctions? 

Mr. Snyder. On IPR, yes indeed. 

Mr. Kapp. On intellectual property, or on renewal of MFN. 

Mr. Rangel. The present sanctions that go into effect and 

Mr. Kapp. If a satisfactory agreement is not reached, of course, 
we understand that that is what lies at the end of the road. The 
purpose of the threat, of course, is to reach agreement, and any 
time sanctions are levied, there is a price to pay by the sanctioning 
nation as well as by the sanctioned nation. We wish Ambassador 
Barshefsky and Assistant USTR Lee Sands the greatest success in 
getting to a successful conclusion to those negotiations before sanc- 
tions are necessitated. 

Mr. Rangel. OK. I will just conclude by asking all of you who 
do business with the Chinese to please share with them how impor- 
tant it is with Americans and Members of Congress in terms of try- 
ing to reach some agreement on these issues; work with them 
and 

Mr. Cohen. We have not minced our words. We have stated to 
those with whom we meet from China that these are important ne- 
gotiations, and that China must find a way to follow through on 
what they have committed. We are doing just that, Mr. Rangel. 

Mr. Rangel. I thank all of you. 
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Thank you, Mr. Chairman. 

Chairman Crane. I want to thank all of you for your testimony, 
and keep up the good work. We look forward to a successful con- 
tinuation of MFN, but I would hope that we might take a long, 
hard look at changing that designation for one thing and, second, 
making it permanent. 

Thank you all for your testimony. 

Chairman Crane. I would like now to invite Mark Anderson, 
Mike Jendrzejczyk and Lodi Gyari to come forward. We will pro- 
ceed in the order on the printed agenda, with Mr. Anderson first. 

Mr. Anderson. 

STATEMENT OF MARK A. ANDERSON, DIRECTOR, TASK FORCE 

ON TRADE, AMERICAN FEDERATION OF LABOR AND 

CONGRESS OF INDUSTRIAL ORGANIZATIONS 

Mr. Anderson. Thank you, Mr. Chairman. 

Mr. Chairman, Mr. Rangel, the AFL-CIO appreciates your kind 
invitation to present its views on U.S. trade policy toward China 
and its opposition to the granting of most-favored-nation trading 
status. This opposition, expressed for years to both Republican and 
Democrat administrations, is based on China’s continued denial of 
basic worker and human rights and a nonreciprocal, unfair trading 
relationship that is harmful to U.S. workers. 

Despite 15 years of accommodation, Mr. Chairman, exemplified 
by the uninterrupted granting of MFN status, there is nothing 
today that suggests China is willing to act in accordance with 
international grading rules or basic democratic principles. 

Despite provisions of Jackson-Vanik that require an agreement 
that provides for reciprocal, nondiscriminatory treatment, access to 
the Chinese market for U.S. goods and services remains severely 
and unfairly restricted, while the U.S. market is open to an ever- 
growing volume of Chinese exports. Investment in China is condi- 
tioned on harmful export and technology transfer requirements, in- 
tellectual property rights continue to be violated, textile agree- 
ments are not honored. These practices have resulted in a massive 
shift in the balance of trade, with our country now suffering under 
trade deficits that reached $34 billion last year. 

I would point out, Mr. Chairman, somewhat in contradiction to 
earlier testimony today, that the composition of United States- 
China trade is, if anything, more troubling than the overall deficit. 
Of the 20 American industries running the biggest trade surpluses 
with China, only one — aerospace — produced high-value, complex 
products that generate the best-paying jobs. The rest are raw mate- 
rials and lower value-added products, such as pulp wood and hides. 
The largest U.S. deficit, however, is for high value-added electrical 
machinery. 

This shift in trade and the unfair Chinese practices that helped 
to bring it about has real consequences for U.S. workers and do- 
mestic production. In 1994, for example, China violated a bilateral 
agreement by requiring the domestic production of automobiles and 
parts as substitutes for imports. To sell on the Chinese markets, 
foreign companies have to invest and produce locally. U.S. exports 
are restricted. 
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This policy has resulted in a significant worsening in the U.S. 
trade balance with China, with U.S. exports to China falling and 
U.S. imports rising. In 1993, just before the policy went into effect, 
the United States had a surplus in auto trade with China of some 
$521 million. In 1995, the United States ran a deficit of $454 mil- 
lion — a reversal of $1 billion in just 2 years. We are of the view 
that this deficit could mushroom in a short time, as growing invest- 
ment in China competes with U.S. production in both the domestic 
and export markets. 

While the public debate on MFN tends to focus on imports and 
exports, much of the passion in this discussion is a result of cor- 
porate decisions to use China as a low-cost production location. 
They fear that real action on the part of the U.S. Government to 
combat China’s unfair practices might jeopardize existing or 
planned investment, which some estimate to be as high as $25 
billion. 

We should be clear. U.S. multinational companies, the major 
force behind MFN extension, have adapted to Chinese investment 
requirements, transferring not only capital but valuable technology 
and jobs. Using low-cost, depressed Chinese labor, they are estab- 
lishing or contracting with manufacturing export centers that com- 
pete directly with U.S. production. Their support for MFN exten- 
sion is principally about protecting those investments and not 
about expanding U.S. exports and employment or promoting 
democracy in China. 

Indeed, we have reached the point, Mr. Chairman, where the 
most ardent defenders of Chinese communism are U.S. capitalists. 

Finally, Mr. Chairman, no progress has been made in the area 
of human rights. Chinese prisons are filled with political and 
religious dissidents, independent unions are banned, and China 
continues to produce and export goods made in their forced labor 
system, the Laogai, despite a bilateral agreement that was nego- 
tiated to end that practice. 

The United States may not be able to change Chinese behavior, 
but it certainly does not have to support it. 

Mr. Chairman, for these reasons, the AFL-CIO urges your 
support for the disapproval resolution and the withdrawal of MFN 
status for China. 

Thank you. 

[The prepared statement follows:] 
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Statement of Mark A. Anderson, Director, Task Force on Trade 
American Federation of Labor and Congress of Industrial Organizations 
Before the Subcommittee on Trade 
Committee on Ways and Means 
United States House of Representatives 
on Most Favored Nation Status for the Peoples Republic of China 
June 11. 1996 

Mr. Chairman, members of the committee, the AFL4210 appreciates this opportunity to present 
its views on U S. trade policy toward China and its opposition to the granting of most &vored nation 
(MFN) trading status. This opposition, expressed fcM* years to both Republican and Democratic 
administrations, is based on the continued denial of base worker and human rights in China, and the 
nonreciprocai, un&ir nature of the trading relationslup that exists between the two countries. 

While the congressional debate will correctly focus on the specifics of the U .S.-China relationship, 
it will also, through that examination, address a series of more fiindamental questions: What are the 
conditions under which the United States trades with tlw world? Are there any standards or rules that 
should be obs^ed? Are certain narrow commercial interests identical to the interests of the nation as a 
whole? The relationship with China puts those questions and others in sharp retieC and how they are 
answered vhdll tell us a lot about this country's adherence to basic priitdples and whether or not the 
growing internationalization of the economy can be structured to benefit and not harm working 
Americans. 

A continuation of MFN status for China wodd represent a regrettable misunderstanding of recent 
history, and will further solidify a trading relationship that is harmfol to U.S. workers. Despite 15 years of 
accommodation, exemplified by the uninterrupted ^^ting of MFN status, there is nothing today that 
suggests that China is willing to act in accordance with interrutional trading norms or basic democratic 
principles 

In this regard, it is difficult to understand wl^ companies operated by the People’s Liberation 
Anny (PLA) are allowed to continue to do business in the United States. The PLA Gmeml Logistics 
Department has a company in southern California, the PLA General StafiTDepaitment has its headquarters 
in Atlanta^ and the People’s Anned Police have a company in Michigan. NORINCO, officials of which 
were recently caught trying to illegally import into the U.S. 2,000 AK<47*a, has some eight subsidiaries in 
southern California and New Jersey. It appean that we now have the perverse situation of American 
consumers unwittingly subadizing the Chinese army. This is simply not right. 

Legal requirements allow for MFN treatment only with the existence of a trade agreement that 
provides reciprocal, non-discriminatory treatment. Access to the Chinese market for U.S. goods arxl 
services is severely and un^y restricted, wl^e the U.S market remains open to an ever-growing volume 
of Chinese exports. Investment in China is conditioned on haimfiil export arxl techiK>logy transfer 
requirements. Intellectual property rights continue to be violated. Textile a gr eeme n ts are not honored as 
the U.S. Customs Service estimates that S4 billion in illegal textile transshipments origiitate in China. 
These practices, together with the unwill'mgness of the U.S. to address them, have resulted in a ntassive 
shift in the balance of trade, with the U.S. now suffering under trade deficits that reached $34 billion last 
year. U.S. jobs have been lost, and downward pressure on wages has intensified. 

U.S. multinational companies, the major force behind MFN ectensioa have adapted to Chinese 
government policies and invested billions of dollars in China, transferring not only capital, but valuable 
technology and jobs. Uang low cost, oppressed Chinese labor, they are establishing or contracting with 
manufiteturing export centers that compete directK uuh I' S production. Their support for MFN 
extension is principally about protecting those invcsinvnis. and not about expanding U.S. exports arxl 
employment or promoting democracy in China. 

It is clear that no progress has been made in i!ic .ucj >'l' human rights. Chinese prisons are filled 
with political and religious disudents. Independent unionN are banned, and China continues to produce 
arxl export goods made in their forced labor ^steni. 1 .u>cai. despite the bilateral agreem«it which was 
negotiated to end that practice. 

All the above suggests that a continuation of the policies in place for the last fifteen y«ars would 
iTterely be a triumph of hope over experience. A new approach is needed to achieve a reciprocal, 
nondiscriminatory trading relationship and support those working toward the emergence of a 6*60 arxl 
democratic China. Seeking these goals is not only intrin^cally correct, but also in the direct self-interest of 
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the U S. Freedom, democracy and adherence to intemationaJ standards are necessary attributes if China, 
the largest country in the world, is to join, in a positive way, the world community. We are under no 
illusions that this will occur quickly or easily, and certainly the primary force for change must originate in 
China itself But experience also tells us that external pressure can play a significant role in accelerating 
the process of change. 

Indeed, much of the current debate about China policy has a very &miliar ring. Many Nvho urge 
an extension of MFN for China sound remarkably similar to the advocates of "constructive engagement" 
for South A^ca in the 1980’s, or those who thought that the oppressive nature of governments in Eastern 
Europe was of .no consequence, as long as they paid their bills. Those views were demonstrated to be 
wrong then and they are equally wrong now 

China's World Trade Position 

In 1994, the World Bank described China's trade strategy as "mercantilist, motivated by achieving 
export growth for the sake of generating foreign exchange without sufficient regard to costs, and linked 
with attempts to contain import growth." In many respects this approach has been quite successful. 

International trade now accounts for 40 percent of China's total economy, with hard currency 
reserves reaching S73 billion. In recent years, Chinese exports have grown at three times the average 
world rate, making China one of the world's ten largest exporters. As a result of this strong export 
growth, together with restrictions on imports, Chirta enjoyed an overall trade surplus of S20 billion in 1995 
(Figure 1 ), while the U.S recorded an overall deficit of $160 billion. 


f<^ii 

China’s Trade With the World, 1990 to 1995 
(Bll)ton* Gt Doliars) 



On a scale that (he rest of the world is jua beginning to comprehend, China is rapidly expanding 
its industrial capacity. Until now. growth has come mostly fi-om producers that took advantage of the 
country's immense pool of oppressed workers, where wages average about $100 per month. Increasingly 
though, these companies are moving to more advanced products Manufactured goods, which account 
for 82 percent of Chinese exports, are no longer dominated by traditional labor-intensive products. For 
example, exports of electrical and machinery products exceeded textile exports for the first time in 1995, 
and are expected to total S 1 00 billion within four years. Exports of color TVs, auto parts, cellular phones, 
engines, power generators, computer equipment, and a host of other high-value-added goods will grow 
substantially. 

U.S.-China Trade 

Over the last dozen years, U S merchandise trade with China has deteriorated from rough balance 
to a deficit that reached S33.8 billion in 1995 (Figure 2) While exports amounted to $11.7 billion, 
imports reached $45.6 billion and represented 3 1 percent of China's worldwide exports. In contrast, U S. 
exports to China were only 2 percent of total U.S. exports At $ 1 1.7 billion in 1995, U.S. merchandise 
exports to China were lower than exports to countries like the lyetherlands, Belgium, and Singapore and 
ranked thirteenth among countries that import from the U S. Flowever, the $45.6 billion in imports fi-om 
China ranked fourth among countries that send goods to the U S. 
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U.S. Trade Deficit With China 

(Billlont of DoIUr*) 
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The makeup of the S33.8 billion merchandise trade deficit with China is also cause for concern. 
(Figure 3) Of the 20 American industries running the biggest trade surpluses with China in 1995, only 
one, aerospace, produced high*value, complex products that generate the best paying jobs The rest are 
raw materials and lower value added products such as fertilizers, cereals, food residue and waste, ore slag 
and ash, and pulp wood<-the kinds of goods that devdoping countries send to industrialized countries. 
The largest deficit however, is for electrical machinery, equipment and parts. 

Trade Balance ofTop 20 Articles oflf.S.-China Trade, 1995 
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Source; U.S. Department of Commerce 
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China's Trade Regime 

The inequitable and discriminatory nature of Chinese trade and investment policies has been a 
major contributor to America’s growing bilateral trade deficit. China has explicitly followed an export led 
growth strategy, implementing policies that have nothing in common with free trade or open maxicets. 
This is particularly true for so-called "pillar industries," industries that the Chinese government has 
tailed for development. For these industries, wfuch include aut(» and trucks, ^(»pace, machinery, 
dectronics, ^i^neering, j^ro ch^cals and building mat^als, China uses a con^ation of import 
protection, investment requirements, and export support. 

Tariffs 

China uses prohibitively high tariffs, in combination with import restrictions and foreign exchar^e 
controls to protect its domestic industry and restrict imports. Tariffs facing goods entering China in 1995 
ranged as high as 150 percertt, while the average nominal import tariff exceeded 35 percent. While some 
reductions have apparently taken place, tariff rates remain extremely high fer sectors sudi ^ cl^nicals 
and transportation equipment in \^ch China is seeking to build internationally competitive industri«. 
Auto tariffs for example, are 100 percent. 

The published tariff however, may not even apply as different ports of entry often charge different 
duty rates on the same products. Because there is flexibility at the local level in deciding whether to 
charge the official rate, actual custorrts duties are often the resuh of negotiation. This is also true of 
various fonns of taxation. Allegatiorts of corruption are rrumerous 

Oi the whole, tariff reductions have been the g-eatest on the sort of raw materials arxi hi^ 
technology items that China needs to import in order to sustain its economic ^owth. Least changed are 
the tariffs on consumer and manufactured goods which China prefers to make itself 

Non^Tariff Measures 

These measures include import licenses, in^rt quotas, discriminatory standards, lack of 
transparency, exchange requirttuenls, import substitution requirements, as well as the non-market 
operation of Chiru's stale-owned or-direcled enterprises 

The levels of imports permitted under these measures are the result of complex negotiations 
between the central government and Chinese ministries, state corporations and trading companies. Non- 
tariff barriers axe adftunistered by the State Econort^ and Trade Commission (SETC), the State Plan ning 
Commission (SPC), and the VOnistry of Foreign Trade and Economic Cooperation (MOFTEC). 
Negotiatiorts to end these pi^ices have not been successful. 

U.S. INVESTMENT IN CHINA 

"...mdtimticfnah that have followed Beijing's rules mc^ use their Chinese fcKtohes, 
rather than US. plants, io meet the huge demand f(^ goods in the develc^ing world " 
(Business Week, March 4, 1996, p. 60) 

‘'We want them to bring their technology to the soil of the Beetle 's Republic of China " 

Yuan Sufai. China 's Ministry of Electronics Industry. (Wall Street Jotartal December ?. 

1995) 


While the public debate on MFN tends to focus on imports and exports, much of the passion in 
this discussion is a result of corporate decisions to use China as a low-cost production location. They fear 
that real action on the part of the U S. to combat China's un^ practices might jeopardize existing or 
planned inv^ment. Chirta has masterfolly exploited this fear by conditioning access to the world's largest 
potential market on a whole series of investment performaiKe requimnents that inciuifo impCMt 
substitution, cj^ort performance, trade balancing, technology transfer, local content and don«ak sales 
restrictions. 

U S. investment in China has grown rapidly over the la« three years and is valued at S2.1 billion 
for 1995, This however, is just the beginning Committed investment is reported to be an almost 
unbdievable $25 billion. (Figure 4) 
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F*«»4 

U.S. Direct Investment Position in China, 1985 to 1995 
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Efforts on the part of the US. to n^otiate the dimination of many of these tm^stmertt 
requirements has been unsuccessful When a^eements have been reached, th^ are igfwred by the 
Chinese government. For example, a MemorarKfum of Understanding on market access was reached in 

1992. which committed China to a variety of actions, im^tuding pledging that it; 

...will not condition the issuance of import licenses upon either the awt^er cf 
technology or meeting requirements reUsted to invesiment in Odna...The Chinese 
government confirms that it has eliminated all import substitution regulations, 
guidance mtd policies <md 'will not subject products to cmy import 
substituliort in the future. 

Despite these commitments, USTR's 1995 National Trade Estimate Report on Foreign Trade 
Barriers reports that: 

In 1994, China announced the first in a series of industrial policies that include 
clear import substitution requirements and in some c^ier sectors, such as 
pharmacettticais, China has also adopted import substitution requirements. 

China's auto policy, destgwd to build a modem automobile industry in China, 
explicitly calls for production of domestic automobiles and auto parts as 
substitutes for imports, and mandates strict local content requirements-forcing 
the ux of domestic fxoducts. whether comparable or not in quality or price. 

These policies and the U S. acceptance of them have real consequences for US. worinrs and 
domestic production. Prior to the publication of its auto policy in 1994, Oana officiatty tnqx>rted more 
thu) 300,000 vdticles. Today, imports have been reduced to tens of thousands. The U.S. trade balance 
with China has also suffered signi6cantty with U.S. exports to China filling and U.S. imports rising. In 

1993, just before the policy went into effect, the US. had a surplus in auto trade (vehicles arxl parts) with 
Cluna of S521 irullion. In 1995, the U.S. ran a deficit of $454 million—a reversal ofS 1 Ulion in just two 
years. With the massive amount of auto>related investment that is taking place in China, the deficit could 
mushroom in a short time. 

China is following a very carefiil economic strategy that is based on a |»’Otected dtmiesfic iruffket, 
fi>rdgn investment and exports, and U.S. companies are filling over each otha in a rush to accommodate 
Chinese demands by investing in production ficilities and transferring advanced technology. Make no 
mistake, their support for China and the continuation of MFN has nothing to do with fiir trade, human 
rights, increased U.S. exports, domesuc employment, corporate responsibility or U.S. national security, 
and everything to do with the profits they project ihrou^ producing and selling in China. 

It is tlus him of jx’c^t that brings U.S companies to join w%h Clanese bi^inessea, sta^iM}wned 
oite^ses ardi even the Chinese military in e^lishtng new state-of-the-art prtxkrctkm in CtfiuL 

We have reached the point where the most ardent defenders of Chinese communism are U.S. capitalists. 

U.S. Corporate Activity In China 
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The following is an illustrative list of the kind of U.S. economic activity and investment currently 
taking place in China. While U.S. exports are rK» doubt associated with much of these investmoits, it is 
clear that their principal focus is to increase Chinese production. And that production will compete 
directly with U S. exports, not only to China, but to otl^ countries as well. 

Agribusiness/Ph3rmaeeuticats 

Archer Daniels Midland, CargUl, Continental Grain and Monsanto Co. already have or are 
exploring production opportunities in China despite growing exports from U.S.-based production 
Acuities. ADM Co. has committed an estimated SSO million to a seven-plant processing complex in 
Shanghai. Continental Grain has over 25 joint ventures in China. Monsanto, despite having its 
products pirated, recently announced plans for an a^cultural-chemical plant in China (Business Wedc, 
May 20, 1996). 

Pfizer Inc. established a joint venture in 1994 with a total investment of $50.4 million. The 
joint venture produces mainly antibiotics which are substitutes for imports. According to company 
estimates, these products helped China save about S20 million in foreign exchange in 1994 (Business 
Weekly. China Daily Publications, January IS. 1995). 

Aerospace 

Boeing Corp. is unarguabiy the most successful U.S. exporter to China^ boldif^ some 70% of the 
Chinese civilian aircraft market. Even this success is beginning to have a high price as Chinese demands 
for offsets artd technology transfer intensify For example, tail sections for the Boeing 737 are made in 
China in the same plant in which Chinese milhaiy aircraft are built. 

On the other hand, McDonnell Dou^as has had one of the best-known and most unsuccessful 
ventures in China In faa, a former Douglas executive (modestly) claims **[I]n the end we were betrayed" 
(Wall Street Journal, May 22, 1996). Douglas was actually one of the first companies to transfer massive 
amounts of technology, setting a standard for others that followed. The president of the company’s 
operations in China stated “We're in the business of making money for our shareholders. If we have to 
put jobs and technology in other countries, then we go ahead and do if (New York Times, February 25, 
1995, p, 39), 

Not only had Douglas transferred technology but they trained Chinese engineers for domestic 
produaion. Jobs were also part of the equation as Douglas agreed to let Chinese workers assemble planes 
fi-om imported US. kits In addition, Douglas agreed not to soUdt Chinese airlines to buy planes 
manufactured in the U.S 

Later, China's aviation authority used a $4.5 billion carrot, a program to manufacture transport 
aircraft, the so-called "TrunWiner," to further pursue technology transfer. Before an agreement was 
signed, the Chinese first pushed Douglas to help China produce plane parts and Chinese authorities 
insisted on the spread of technology. This “diflused production” in the words of Joseph Kahn of the Wall 
Street Journal, “had just one major beneficiary the Ciunese military” (Wall Street JoumaL May 22, 1996). 

A special relationship apparently developed between Douglas and China’s military. Engineers 
were often taken from the original MD-82 venture and were placed on military or air-force projects. 
Chinese officials sought Douglas’ help in acquiring dual use machine tools to further misrile and special 
aircraft development 

In the end China canceled the fabled “TrunkJiner” project To preserve some semblance of a 
relationship. Douglas with the help of late commerce secretary Ron Brown, was able to sign a contract for 
40 MD-90S-20 of which will be produced in Shanghai 

Vehicles And Parts 

GM holds 30 percent of a joint venture vsiih Jinbel Automobile Co. to build one-ton pick-up 
trucks in northeast China 

GM recently won the right to negotiate with a joim \cniure partner in China to build 100,000- 
150,000 mid-size cars in China with Shanghai Auto likluMnal ('orporaiion. According to GM Overseas 
Corp vice president Robert Rice, GM would "spare n.* ctlorr lo introduce the most advanced production 
technologies to China and help China develop high>c>ade jiiii>nx>biles* (Journal of Commerce, June 10, 
1995). 

GM's Delphi parts division has recently announced that it plans to establish more than 20 parts 
produrtion plants in China in the near future. Several plants were opened by Delphi in 1995 on top of 
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Others already in operation. Those plants produced drive shafts, wiring harnesses, ignition systems and 
engine control systems. 

Delphi licensed production of wiring harnesses, spark plugs, starter motors, ahematora, and 
steering gears to Chinese producers several years ago. It will produce as many as a million maintenance- 
free batteries n^ year and sell them throughout Asia in addition to within China. 

Chrysler ntakes Jeep Cherokees and a utility vehicle in Beijing with a partner. 

Ford has parts plants scattered around China. It builds audio aiKl electronic parts in Shanghai, 
and is also making instrument panels with Shanghai Automotive Industry Corporation and safety glass for 
windshields with Yao Hua Glass Works. 

Tenneco Automotrve* a leading supplier of auto parts, launched its first joint venture in 1995. 
The investment and technology is expected to triple the Chinese partners ensting production. The 
products, mainly shock absorbers, will supply auto producers in China. Local content requiremoAs of up 
to 80 percent require that Western suppliers team up with domestic companies (Business Weekly, China 
Daily Publications, November 20, 1995) 

Delco Electronics under Hughes Corp. is negotiating with Chiiwse suppliers to establish joint 
venture manufacturing auto parts in China 

Borg^Wamer makes gearboxes and Allied Signal makes fuel systems. TRW makes engine 
valves in a joint venture. Dana makes drive shafts in llnjin with Shut Hing Manufacturing Company and 
makes filters in Tinjin as well Goodyear makes tires and hoses with joim venture partners. United 
Technologies Automotive produces electrical distribution systems in China with European arxl Chinese 
partners. Kaiser Aluminum helped build two aluminum wheel casting plants in China. 

Kaiser established two joint ventures that will develop deep>processing of aluminum for use in 
building and industrial settings in two of China’s provuu:es (Guizhou and Sichuan). The two production 
lines and technology will be imported from Kaiser (Xinhua English Newswire, March 30 1995). 

Etecironies 

Motorola recently became one of the first foreign companies to build a whoDy owned 
semiconductor plant in Tianjin, China, a $720 nullion investment. The rwrw investment is designed to 
enhance existing Chinese capacity in producing semiconductors. Mass production is scheduled to he^ in 
1998, with products to be marketed domestically as well as abroad (China Daily, September 25, 1995). 
Last October. Motorola announced a joint venture vridt Nanjing Panda Electronics Group Corporation to 
produce personal computers. Motorola has investmmts (or planned Investments) in China worth $1.2 
billion, producing goods like cellular phones, and in Fd>ruary 1996 aniKXinced plans to build a new plant 
in China to ^oduce pocket pagers. 

Hewlett Packard opened a $29 million inkja printer manufacturing plant in the economic 
development zone of Waigaoqiao. The plant will at first produce 20,000 printers a month, with 
production expected to reach 200,000 a month within two years, and generate revenues of $100 million 
annually. All madunes are supposed to be exported-though expectations are that 30 percent will be sold 
to the domestic (Chinese) maik^ (Journal ofCommerce, May, 14 1996). 

Whiripool from I994<95 has established four joint ventures in China to make and sell 
refrigerators, nucrowave ovehs, washers and air conditioners. These operations wall export products to 
other countries in Asia and elsewhere. In 1994. Whirlpool invested $107 million in two of those joint 
ventures. Woikers in a Whirlpool manufocturing plant in Indiana have a pending trade adjustment claim 
with the Dept. Of Labor's Trade Adjustment Assistance Office. 

In 1994, ATdlpT announced a series of deals that totaled $150 million in investments in China. 
China insisted that AT&T Bell Laboratories must mdce most of the equipmeffl there (Washington Post, 
April 29, 1994). AT&T is manufacturing both corded and cordless telephones in Guangdong province 
for export to the Uruted States. Business projeaions for it’s operations in China show earnings of $3 
billion by the year 2000. AT&T led the resistance to a human rights proposed “code of conduct” for U S. 
companies, stating it 'Vould be \dewed by the Chinese goverrvnent as another attempt to influence 
Chinese domestic politics and would be detrimental to U S business” (Multinational Monitor, Apnl 
1996). 

General Electric, which has 1 3 businesses and S 1 50 million invested in China already, announced 
in May its 14th operation. The alliance wall allow China to produce the nwst advanced colored ultrasound 
equipment in the world and greatly expand exports (Xinhua English Newswire, April 24, 1996). 
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Hughes Electronic Corp. announced in iate 1995 that it ^ans to invest up to $1 billion in Dtina 
over the next decade Hughes stated much of the investment will be in the 6elds of telecommunicaticms, 
space, dectric vehicles and automobile parts Hughes, which has signed a contract to make a 
communications satellite for China, will provide equipment for a ground control station in Beijing and 
train Chinese satellite controllers and analysts (Xinhua English Newswire, October 10. 1995). 

Duracdi began construction of an alkaline battery manufacturing plant in China (hiring 1995 in 
addition to forming new aibadiariw. Another battery company, Ultralife Batteries, sold to the China 
Development Progam m^tufacturing equipment, trait^g and factory startHip support. The company had 
already transferred technology under the first phase of the program in fisiaU 1993. Production of its 
Chinese-based subsidiary was to be producing batteries by the first quarter, 1996. 

In 1994. Pube Engineering Inc. completed the transition of their manufacturing operations to 
the People's Republic of China. 

During 1994, Copy Tele signed a letter of intent with Shanghai Electronics Components 
Corporation ("S E C C.") to form a joint venture in Shanghai, China The compare has been alvjsed 
that S.E.C.C . an electronics components company, is wholly owned by the government of China. The 
joint venture will develop, manufacture and market products worldwide in the telecommunications field. 

AuU Corp. fiscal 1995 sales benefited from the exceptional growth of its AuUra line of low-cost 
transformers, manufactured through subcontracting arrangements in the Peoples Republic of China. A 
Califontia b^d-compuler company. AST Research loc., is selling PCs domestically that were assembled 
in China (Business Week, December 12, 1994, p.57). GTl established its third plant and utilized another 
subcontraaor in China “responding to competitor arid customers needs.” VeriFone in 1994 stared in its 
annual proxy that “to meet growing demand, VeriFone began building a hi^-volume manufacturing 
center in Kunshan, Peoples Republic of China.” 

Miscelfaneous Manufacturing 

Eastman Chemical, which entered the Chinese market in 1979, and produces a growing number 
of specialty and industrial chemicals, plastics, and fibers announced in April that h plans to invest $200- 
400 million in China over the next decade. Eastman announced h was working with the Chinese 
government and potential joint-venture partners on several projects that will feature Eastman's ‘‘ 5 tate<tf- 
the-art-technolo®” (Xinhua English Newswire, April 4, 1996). 

DuPont Co. has plans to increase its stake in China from current investments totaling $350 million 
to $l billion over the next five years. 

Otb Elevator Co. first entered the China market with a joint venture in 1984, and has mce 
established four major ventures in Tianjin. Beijing. Guangzhou, and Shan^^. Despite havu^ its 
headquarters in Connecticut, 89 percent of the company's workforce resides outside Uk VS (Xinhua 
English Newswire, March 11, 1996). 

Fedders Corporation, the largest home air conditioner manufacturer in North America, recently 
sent up a joint venture in Zhgiang Province. The venture plans to manufiKture up to 500,000 units by the 
third year of operation. The air conditioners wilt be si^ domestically as well as abroad (Xinhua Engli^ 
Newswire, November 1 !, 1995). 

VF Corporation, the parent company of Lee Jeans announced a joint venture in CMna where it 
will begin to manufacture Lee Jeans. 

Worker Rights and Labor Standards in China 

The Clunese government crushed the loose worker groupings that developed during the 1989 
(kmocrecy moN^ment. Leaders are either dead, in jail or keeping an extremely low profile. Inctependere 
luu^is femain banned, working conditions are deteriorating, ard the govenuneitt's reliance on foitied \ib<^ 
continues. 

Even attempts by worker activists to promote a discussion of labor rights issues under China's 
legal framework have landed most of them in jail. The plight of Zhou Guoqiang, a leading advocate of 
this approach and a close asscKiate of Han Dong Fang, is typical of what has happoied to the few C^hinese 
labor activists that tried to kept the movement alive after 1989. Secretly detained by the Public Security 
Bureau for six montf^ in 1994, Zhou was tl»n sent^ed after a show trial wfuch was Md at a nmiote 
jHison camp. He is pres^tly in iil-heahh and may not survive his prison sentence. 

Freedom of Association 
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The primary vehicle by which workers protect iheir rights is through membership in an 
independent trade unioa In China, this is simply not possible. The February, 1994 issue of the AO China 
Federation of Trade Union's ofiBciat magazine defined trade unionism this way: "The premise for uroons 
[in China] is to cany out the tasks of the party " In 1990, the ACFTU reacting to orders from the 
Comnaimst Party in the wake of the 1989 D^ocracy Movement sent out the following circular, "Uniona 
in Ouna resolut^ uphold the leadership of the party. UnicMis at all lev^ ^Kiuld mau^n a 
l^i d^ee of ui^run^ with the party politically, in ideas and actions." At 1995 
celebratbns. the ACFTU General Secretary used this same quote to reaffirm the ACFrUs subordunate 
role to the party. 

The party retains control of the ACFTU through the top-down selection of its officers, provincial 
and national lev«l. A party document states: 

the adminntraUm of union cadres hy the party is an unchangeable pritKipk. 

The ACFTU should work together with the Organization Department of the 
Central Committee of the Chinese Communist Party in laying dbwn 
regulations concerning cadre management and in the nomination, 
investigation, election, approval and allocation of unions leaders. 

Collective Bargeintng 

Wlule coll«^ive bargaining remains impossible ffir workers employed by state ertterprises, th^ 
are efforts uiKlerway to ^ve the appearance of uniem organization and bargaining in the new rmed 
sector, wiuch are dominated by foreign investment. The State Department's Human Rights Report notes 
that according to Chinese government data, 86 pcri^t of all foreign or mixed enterprises have union 
representation The reality however is that the ACFTU presence in these enterprises is to control 
workers, not to serve their interests. 

A recent report by Australian academic, Anita Chan, confirms the overall impression that sham 
unions are betr^ created in China on a massive scale. She notes that in many unions eithe^ the &ctory 
managers or tfnrir subordinates are chosm to become the leading union officers. For example, she 
<k)cuments that in a township near Kong, all muon leaders are managers of the fiutories. At some 
of these ftetories, workers are not informed of the new union or invited to join. In the Minhang district of 
Shanghai, 67 percent of union leaders are on the managerial staff of companies. 20 percent are Communist 
Party officials and 13 percent are manages or deputy managers. 

The hoUow nature of China's urnons is also demonstrated at the district levd. ht China's economic 
zones, the trade union bureaucracy is often the same as the local govenvnem tureaucracy. F<Mr examjide, 
the depuiy trade union leader in the IHidong development zone in Shanghai is the director of the Pibong 
Economic and Trade Bureau. In Nahui county of Pudong, the local trade union leader was the manager of 
the local government's industrial zone and the deputy director of a county joint venture shoe ffictory. 
Other informarion infficates that the govemmoU assigns staff to ACFTU re^onal offices and pays th^ 
salaries. 

By participadi^ in this charade, many U S. irrvestors are directly con^lidl in the con^tued 
suppression of Chinese woikers. 

Labor Standards 

Labor standard laws toe routinely violtued by China's new class of employers. For example, the 
human ri^ts report notes that, "As in other areas of China, officials admit that some foreign investora in 
special economic zones are able to negotiate sweetheart deals with local partners vdiich efiectively bypass 
labor regulations " Studies conducted in the past year of China’s gannen^ and electronics industries, 
in wfydi there is teavy fordgn investmoit, aH paint the same picture: excess hours worked, 
of nunimum wage laws, pow health and safety cemditiems. physical abuse by mana^n, and iHe^ levies 
and deductions. The report on (he dectronics industry noted for example, that eight of 14 fectories 
surveyed paid less than the legal miiumum wage. In one factory, researchers found that wcMkers were 
forced to work an average of 80 to 90 hours of overtime a month, far exceeding the legal liinit of 36 
hours. 

Migrant woriem fiom other parts of China are special victims. Expbitarion for numy beg^ evet 
b^ore they readi thdr jd>s rinc« they are required to pay recruits in order to ^ jobs in first 
These {^yments can be very large and may take years to payoff leading to a form of bonefed kfoor. 
hfigrant workers are often subjected to physcal intimidation by factory supervisors who fed fiee to inflict 
punishments rince local authorities often see nugrants as threats to the local security situation. 
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Occupational safety and he^lh conditions tn most Chinese ftoories are very poor. So called 
Ihree-in-one factories (which contain production, storage and dormitory facUitiesX though outlawed 
because of fire safety, operate in the thousands in southern China. Workers are routinely asked to handle 
hazardous chemicals about which they know little and breath fumes in poorly ventilated Actories. This 
past summer, surveys conducted by the Hong Kong Christian Industrial Committee, found that most toy 
industry workers were not protected from noxious fumes caused by spray paints and ^es, toiled in 
factories that did not meet 5re prevention regulations and/or building sai^ codes, and worked witiKHtt 
ad^uate training on dangerexis machinery that lacked protective equif»noit. In des^'bti^ a receM Sre in 
Southmi China that led to a number of deaths, one Chinese industry assodation ofBdal from the north 
called working conditions in the South "supef-cxploHation" that far exceeded the normal excesses to 
which he was accustomed. 

Child Labor 

There is a grovring body of evidence that the use of child labor is growing in China- Tlus edder^^e 
is bas^ on repoiting of individual incidents rather than surveys since the Chinese gov^nment has little 
int^est in exposing the problem As in other labor standards areas, the Chinese have adopted i^^ation 
that follows international norms Children under 16 are prohibited from working in industry, yet local 
authorities routinely ignore (he regulations. One of the most common practices is for recruiters to secure 
forged identification documents which they distribute to gjris of 14 and 15. They then arc placed in joint 
venture and tovmship enterprise factories which produce goods for foreign markets 

Forced tailor 

China continues to use forced labor as a part of its ptt>duction ^stem and makes no apologies for 
the practice. Since it makes no distinction between political prisoners, which nurr^xr in the tens of 
thousands, and “regular criminals” they too become a part of the system. 

In October, 1991, China officially “bartned" the export of products produced by prison labor In 
August, 1992. the US. signed a Memorandum of Understanding with China, amended in 1994, which 
putported to establish a process through which the U.S. could investigate allegations of forced labor used 
in goods that are exported. That process was to include U.S. access to suspect focilities in China, The 
implementation of the agreement has been unsatisfactory, and forced labor produced goods stUI find their 
way to the export market Some are transshipped through Hong Kong, with the names of products 
changed to correspond with non-prison factories. 

The continuation of forced labor exports is particularly reprehensible since the importation of such 
goods into the United States is illegal. At very least, adequate resources should be made available to the 
US. Customs Services to enwre compli&Ke with U.S. law. 

Conclusion 

The AFL-CIO does not seek the isolation of China, or the elimination of trade and 
investment We seek a relationship that will benefit working Americans; a relationship that puts the 
U.S. on the side of the oppressed, not the oppressors; a relationship where the rules of trade are fair 
artd equitable; and a relationship that underst^ds that this country has interests that are more 
important then the balance sheet of an individual company 

Merely maintaining the status quo will accomplish none of the» goals. 

The AFL-CIO urges your support for the disapproval resolution and the withdrawal of MFN 
status for China. 

Thank you. 
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Chairman Crane. Thank you, Mr. Anderson. 

Chairman CRANE. The next witness, Mr. Jendrzejczyk. 

STATEMENT OF MIKE JENDRZEJCZYK, WASHINGTON 
DIRECTOR, HUMAN RIGHTS WATCH/ASIA 

Mr. Jendrzejczyk. Thank you, Mr. Chairman, for inviting us to 
testify again before the Subcommittee on Trade. My name is Mike 
Jendrzejczyk, and I am the Washington director of Human Rights 
Watch/Asia. 

Last week, Mr. Chairman, marked the 7th anniversary of the 
Tiananmen Square massacre. Most of the sanctions imposed 
against Beijing since that brutal event have been lifted, and I think 
it is fair to say that China’s leaders have made rather rapid 
progress in shaking off the stigma of Tiananmen Square. They 
have ag^essively sought China’s acceptance and full integration 
into the international community as a great power. 

Furthermore, using access to China’s markets and to investment 
opportunities, the Chinese government has largely insulated itself 
from effective international pressure to improve human rights. 

The United States and the other G— 7 countries, lacking a coher- 
ent, multilateral approach for promoting human rights and the rule 
of law in China, have been subject to lobbying and manipulation 
as Beijing plays off one major trading partner against another. 
Although President Clinton has delinked trade and human rights, 
China clearly has not. 

For example, this past April, at the UN Human Rights Commis- 
sion in Geneva, China successfully used trade and aid deals to pre- 
vent even a mild resolution criticizing its human rights record from 
even coming up for a vote. 

Mr. Chairman, I think it is fair to say that none of the witnesses 
you have heard today would really favor in the long run isolating 
China. Certainly, we do not disagree with President Clinton’s broad 
objectives and goals for United States-China policy as outlined in 
his speech two weeks ago. However, we would challenge the 
President’s assertion that its constructive engagement approach, 
whatever its other merits, does offer a long-term viable strategy for 
improving China’s human rights practices. 

With his decision again to renew MFN unconditionally, the 
President has again rejected the use of economic pressure to im- 
prove human rights, while of course, the administration is I believe 
effectively thus far wielding that pressure on behalf of intellectual 
property rights. I would also note that it is ironic that the Chinese 
government claims to have difficulty finding factories manufactur- 
ing pirated CDs and videotapes, but seems to have no difficulty 
hunting down political, religious or labor dissidents and throwing 
them into labor camps or forcing them into exile. 

Mr. Chairman, we believe the annual MFN debate does provide 
a useful opportunity for Congress to scrutinize United States-China 
policy as well as to focus attention on China’s dismal human rights 
record. Yes, it is a blunt instrument, but we do believe it would be 
premature to do away with this annual renewal process, especially 
when no one knows what is coming around the comer after Deng 
Xiaoping passes from the scene. At the very least, we think the 
process should be retained as a kind of insurance policy. 
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We have consistently taken the ^sition that the United States 
should use various forms of economic and political pressure to pro- 
mote human rights in China and Tibet both on a multilateral and 
a bilateral basis. Unfortunately, the Clinton administration, with 
its decision to back down after the President issued an Executive 
Order in May 1993 linking trade and human rights, has pretty 
much, nullified the impact of this direct linkage. 

However, we do believe there are other steps the administration 
can and should be taking, and they are outlined in detail in my 
testimony, but I would like to briefly summarize them now. 

First, we think the United States should try to limit the flow of 
World Bank funds to China for non-basic human needs projects 
and purposes. The World Bank as of this June will give for this fis- 
cal year some $2.9 billion in funds to China — more than to any 
other government in the world. We believe that the United States 
should use its influence as it has done previously in the case of 
Vietnam and as it is doing now in the case of Iran, to prevent such 
loans from coming up for consideration. At the same time, we think 
the administration should seek to channel World Bank funds to 
help solve in a constructive way major social problems such as the 
one you mentioned earlier, that is, of migrant laborers. 

Second, we believe that Congress should insist on voting on 
China’s entry into the World Trade Organization, and we believe 
the President should be required to certify that certain trade and 
human rights conditions have been met before China can join the 
WTO. We think it is impossible to separate China’s behavior as a 
reliable trading partner from its willingness to abide by inter- 
national human rights standards. A government that routinely vio- 
lates its own laws the crack down on dissidents will also fail to 
honor contracts with foreign agreements or IPR agreements or, as 
it is doing now, try to restrict the flow of economic and business 
information from foreign news services. 

Third, we hope the administration — and we understand this is 
actively under consideration — will propose that relations with 
China and Hong Kong be on the agenda for the G-7 Summit 
Meeting later this month in France. We think that this is a crucial 
opportunity, the first such opportunity perhaps, that we can real- 
istically hope to take advantage of since the Tiananmen Square 
crackdown, to develop a coherent multilateral approach among our 
main G-7 partners. We hope that the G-7 final communique or 
chairman’s statement will include strong language not only calling 
for respect for human rights, but also for full compliance with the 
Joint Declaration on Hong Kong. 

Finally, Mr. Chairman, in his talks next month in Jakarta with 
the Chinese Foreign Minister, we hope that Secretary Christopher 
will make it clear that the possibility of any summit meeting be- 
tween President Clinton and Jiang Zemin can only be considered 
if there is significant progress on human rights in China and Tibet. 
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We are deeply concerned that in its eagerness to establish great- 
er dialog between Washington and Beijing, the administration not 
trade away the substantial leverage and symbolic value of such 
high-level visits without receiving human rights concessions in ex- 
change. We also, of course, hope that this will be on the agenda for 
Tony Lake’s upcoming visit to Beijing. 

Thank you very much, Mr. Chairman. 

[The prepared statement follows:] 
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Thank you, Mr. Chairman, for inviting us to testify today on Most Favored Nation 
(MFN) trading status for China and the implications for human rights in China and Tibet. 
My name is Mike Jendrzejezyk, and I am the Washington director of Human Rights 
Watch/Asia (formerly Asia Watch), a private, independent human rights monitoring 
organization. Human Rights Watch has consultative status at the United Nations, and we 
have long been active in monitoring and reporting on human rights issues in China and 
Tibet. 


In my testimony, I would like to comment on U.S. policy towards China and the 
current debate over renewal of MFN for another year. I will then present a brief 
description and analysis of recent human rights developments in China and Tibet. Finally, 
I will make some specific recommendations for consideration by Congress and the 
Administration. 

Last week marked the seventh anniversary of the massacre in Tiananmen Square 
on June 4, 1 989 and the subsequent crackdown on pro-democracy students and workers 
across China. Most of the sanctions imposed gainst Beijing since that brutal event have 
been lifted, and I think it is fair to say that China’s leaders have made rather rapid 
progress in shaking off the stigma of Tiananmen Square. They have aggressively sought 
China’s acceptance and full integration into the international community as a great power 
— despite an atrocious human rights record. Using access to China's markets and to 
investment opportunities, the Chinese government has largely insulated itself from 
effective international pressure to improve human rights. 

The U.S. and other G-7 countries, lacking a coherent, multilateral approach for 
promoting human rights and the rule of law in China, have been subject to lobbying and 
manipulation as Beijing plays off one major trading partner against another. Though 
President Clinton delinked trade and human rights with the MFN decision in May 1994, 
China clearly has not. Beijing successfully used the prospect of a huge Airbus jet deal to 
silence the French government when Premier Li Peng visited Paris this past April: all 
references to human rights were deleted from the official toasts and speeches. 
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During months of intensive lobbying worldwide, China employed the carrots and sticks 
of trade and aid deals to line up votes at the U.N. Human Rights Commission in Geneva. In late 
April, a procedural motion was adopted by the Commission (by a vole of 27-20 with six 
abstentions), preventing a resolution mildly critical of China’s human rights record from even 
being debated or voted upon. The Clinton Administration and the European Union deserve 
credit for cosponsoring the resolution, but its defeat underlines the urgent need for the G-7 
leading industrial countries to develop a common human rights agenda and strategy that cannot 
be so easily undercut by Beijing’s substantial economic clout. 

U.S. Policy on China: 

Mr. Chairman, in his speech on May 20, 1996 to the Pacific Basin Economic Council, 
President Clinton outlined a set of broad goals and objectives for U.S. China policy. He 
correctly noted that today, “China stands at a critical crossroads. Will it choose the course of 
openness and integration, or veer toward isolation and nationalism?.. .Our interests are directly at 
stake in promoting a secure, stable, open and prosperous China” that embraces and abides by 
international rules of behavior and “evolves toward greater respect for the basic rights of its own 
citizens.” We certainly would not disagree with those broad goals; isolating China would be in 
no one’s interest. But we would strongly challenge the President’s assertion that the 
administration’s “engagement” policy, whatever its other merits, offers a viable strategy for 
helping to bring about improvement in China’s human rights practices. With his decision on 
May 31, 1996 to renew MEN unconditionally, the President has rejected the use of economic 
pressure to promote human rights. One must question what tools the Administration has left or 
whether it has simply abandoned any serious attempt to address human rights at all. 

The Administration intends to replace pressure with “frank dialogue.” But what does 
that mean in practice? Criticizing the detention of Wei Jingsheng without making any concrete 
effort to bring about international access to Wei and other prisoners? Asking for information on 
lists of prisoners without thinking through any mechanism by which the Chinese government's 
response can be independently verified? There is no meaningful bilateral dialogue on human 
rights now underway, nor does the Administration seem to be giving much thought to what such 
a dialogue could or should achieve. 

The Administration seeks to downplay human rights as a point of tension in U.S.-Sino 
relations, while setting the stage for more frequent and higher level contacts between the U.S. h 
is possible that an improved “atmosphere” may somehow moderate Beijing’s abusive treatment 
of dissidents. It is equally possible that improved relations with the U.S. will convince China that 
there is no cost to suppression of fundamental rights. We accept the premise that contact and 
diplomatic discussions can be useful. But again, tox^wd what end? The State Department 
apparently refuses to use talks about a possible presidential summit — probably the single most 
important political concession the U.S. can give to China — to clearly define what it expects in 
terms of concrete human rights improvements by China before any such meeting can take place. 
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Finally, the Administration plans to increase trade with China and support Beijing’s 
entry into the World Trade Organization (WTO), arguing that in the long term, “freer enterprise 
(will) fuel the hunger for a more free society.” (Quote from the President’s Pacific Basin 
speech.) But the Administration has also said it is opposed to any formal linkage between its 
decision on China’s bid to join the WTO and human rights considerations, despite the fact that 
Beijing’s observance of global trading rules is heavily dependent on its ability and willingness to 
enforce laws and carry out other basic human rights obligations. 

Moreover, there is a fundamental contradiction in current U.S. policy. On intellectual 
property rights, the U.S. is willing to threaten limited, targeted trade sanctions of $2-3 billion, 
including increased tariffs on goods produced by state enterprises. These are the very kind of 
sanctions the Clinton Administration said in 1994 were legally questionable and practically 
infeasible to impose in response to severe human rights violations. (Ironically, an editorial in the 
state-run China Daily accused the U.S. of threatening tariffs over intellectual property rights as a 
“dirty trick” motivated by the failure of the U.S. -supported resolution on China at the U.N. 
Human Rights Commission.) 

So what are we left with? In terms of human rights, the U.S. will focus on stimulating 
legal exchanges and legal reform in China — a laudable enterprise, and later in my testimony 1 
will offer an assessment of some recent legal reforms. But the State Department acknowledges 
that such efforts are in the very early stages of development and may have little impact on ending 
serious human rights abuses occurring right now. 

Human Rights Developments in China and Tibet: 

In the two years since the President’s “delinking” decision, there has been no 
improvement in human rights in China and Tibet. Quite the contrary: in recent months, Chinese 
authorities have ordered increased surveillance of so-called “counter-revolutionaries” and 
“splittists” (Tibetans, Uighurs and other national groups) and given even harsher penalties for 
thus judged guilty of violating its draconian security laws. Just as China has largely succeeded 
in muzzling effective human rights criticism abroad, it has silenced most, if not all, of the 
important dissident communities inside China including political and religious dissidents, labor 
activists, and national minority populations. Their members have been exiled, put under house 
arrest, “disappeared,” assigned to administrative detention, or subjected to economic sanctions 
and systematic discrimination in schooling and employment. Dissidents also continue to suffer 
criminal charges, long prison sentences, beatings and torture. 

Without sustained, consistent international pressure on human rights, Beijing has little 
or no incentive to moderate or restrain its repressive policies. 

China’s behavior seems related, at least in part, to the government’s development 
strategy that has stimulated inflation, unemployment, and the withdrawal of the social welfare 
safety net for millions of Chinese citizens. This has led to increasing disparities between income 
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levels and overall economic development in the southern and coastal areas and interior 
provinces, and between urban and rural areas. Corruption and higher levels of crime have added 
to the potentially volatile mix. In this environment, large numbers of strikes and labor stoppages, 
as well as peasant riots, have increased the government’s and Communist Party’s sense of 
insecurity and paranoia. Thus Beijing seems determined to crack down hard on any potential 
sources of instability or open political opposition. 

China observers have noted that Deng Xiaoping’s policies have created two separate but 
parallel Chinas. On the one hand, there is the “new China” of entrepreneurs, neon nightclubs, 
and luxury cars. But behind this bright facade is the “old China” of failing stale-owned factories 
filled with angry workers; poor peasants in poverty-stricken rural areas; prisons where murderers 
and democracy activists are kepi together; and an army and government of veteran 
revolutionaries can imagine no way to stability except through political repression. Will Deng’s 
strategy of liberating economics while suppressing politics eventually lead to greater prosperity 
and openness, or will mounting internal pressures lead to a cycle of chaos and repression? This 
is the underlying question that must be addressed in devising policy towards China. 

The Chinese government seems particularly sensitive at this lime to the perceived threat 
posed by dissidents from different constituencies who might band together. It is also fearful of 
domestic critics building links with “hostile” organizations overseas, and even governments, to 
obtain support for alleged conspiracies against the government. This might help to explain the 
incredibly harsh fourteen-year prison sentence given to veteran pro-democracy activist Wei 
Jingsheng last December. It may also help explain Beijing’s recent actions imposing further 
restrictions on freedom of expression and communications channels, such as access to the 
Internet and worldwide web. 

Examples of recent Chinese government actions: 

Police recently detained Wang Oonghai and Chen Longde. They searched Wang’s 
house and seized various documents and papers in the southern province of Zhejiang. Along 
with five others, they had signed and circulated a petition to the National People's Congress 
demanding an end to corruption, a reversal of the verdict against the 1989 student movement, 
and calling for the release of prominent political prisoners such as Wei Jingsheng and Wang Dan. 
A former leader of the 1989 movement, Wang Dan was detained in May 1995 in conjunction 
with a similar petiuon to the government circulated last spring, and has disappeared since then. 
Over fifty people were detained in conjunction with the 1995 petition campaign; more than 
twenty are still imprisoned. 

- On May 27, 1 996 Bao Tong, fonner Communist Party official and top aid to party 
chief Zhao Ziyang, was released from prison in Beijing after serving a seven-year term for 
“leaking state secrets” but was immediately taken out of the city where he has been kept under 
house arrest west of Beijing. It is not yet clear whether and when he can return home, and what 
restrictions will be imposed upon him; his political rights remain suspended for another two 
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years as part of the original sentence. Bao Tong, in his mid-60s, suffered from serious medical 
problems while in prison but the authorities refused his family's many requests for his early 
release on medical parole — as well as quiet appeals from the State Department and White 
House. 


— Persecution of released dissidents remains intense. One of them, Liu Gang, who served 
a six year prison sentence in labor camp, was released in June 1 995. But he was under constant 
surveillance, required to give weekly “thought reports” to the police, forbidden to have contact 
with foreign reporters, and blackballed from both universities and job possibilities. The police 
told him the only profession open to him was that of a beggar. His family members and friends 
were also harassed and interrogated. Liu Gang finally escaped from China and came to the U.S. 
last month. We are delighted that the U.S. Attorney General made it possible for him to obtain 
emergency residency status here, but we are equally concerned about many formerly imprisoned 
activities who remain behind, living under unbearable circumstances. 

" In February 1 996, Xinhua, the official Chinese news agency, announced new 
regulations on the Internet that puts the state in charge of “overall planning, unified criteria, 
classification management and promoting development” of international computer networks. 

The State Council must approve all interactive networks, and individuals and organizations using 
them must be registered with the police. Provincial security officials have also issued sweeping 
rules and restrictions aiming at severely limiting international computer links. In addition, 

Xinhua has announced it will supervise foreign wire services selling economic information in 
China, screening their reports for “false economic ne>^^ and attacks on China.” 

— Repression in Tibet has escalated during the last year. In a report we co-published with 
the Tibet Information Network in March 1996, entitled Cutting Off the Serpent’s Head: 
Tightening Control in Tibet 1994-1995 . we estimate that there are now more Tibetans in 
detention for political offenses than anytime in the last six years, a total of at least 600. Torture 
continues to be widespread and goes unpunished by the Chinese authorities. A new edict 
published in April 1 996 is aimed at discrediting the Dalai Lama as both a religious and political 
leader, banning his photo both in monasteries and schools and in private residences. Several 
protests have taken place in recent weeks and Ganden, one of three main monasteries in Lhasa, 
was sealed off by the police. During an incident there on May 6, 1996 a number of monks were 
arrested and three were shot and wounded, one seriously. There is an unconfirmed report that 
two monks may have been killed. Fighting broke out at Ganden and monks threw stones when a 
group of Communist Party cadres attempted to banned all photos of the Dalai Lama in Buddhist 
temples. The government had earlier announced that ail politically active monasteries would be 
closed, and that it was imposing restrictions on the number of new monks and nuns that could be 
ordained. 

In a separate reported incident on May 14, 1996, at least eighty people, including thirty 
young nuns, were seriously injured by police beatings. Earlier mass arrests occurred in July 
1995 in conjunction with the selection of the new Panchen Lama; at least thirty-two monks were 
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arrested and some were severely tortured. Only recently, after repeated denials, have the Chinese 
authorities admitted that Gendun Choekyi Nyima, the seven-year-old child identified as the 
reincarnation of the tenth Panchen Lama is, in fact, in official custody. 

Legal Reforms: 

In March 1996, the National People’s Congress enacted some limited but potentially 
important legal reforms, adopting an Administrative Punishment Law and amending the 
Criminal Procedure Law (CPL) for the first time since 1979. The changes in the CPL, which take 
effect on January 1 , 1 997, would shift the presumption of innocence, requiring a verdict of 
innocence if there is insufficient evidence to convict; it would also impose more stringent limits 
on time in detention prior to formal arrest. The reforms would also permit a defendant access to a 
lawyer during interrogation and indictment. However, access to legal counsel is not allowed 
until after the “first interrogation” — when the use of torture is commonplace — and in cases 
where state secrets are involved, the investigating unit must approve a request to retain a lawyer. 

But these new legal protections may be eroded by procedural defects, legal loopholes, 
and police ignorance, and a failure to vigorously press for their full implementation. For 
example, despite the legal guarantee that no organ or individual may interfere with the 
independence of the courts, there is nothing to prevent the Communist Party from doing so. 
Public security bureaus may still hold suspected criminals for up to one month before applying 
for judicial review and an arrest warrant. 

On the positive side, the CPL does limit the power of the police to act without 
supervision. And the new Administrative Punishment Law, which comes into force on October 
1 , 1 996, offers new protection to those subject to administrative punishment, such as the right to 
a hearing. It also attempts to rein in “rampant illegal fines and other disorderly penalties” given 
out by some local government authorities. 

Clearly, pressing for further legal reforms, as well as the effective enforcement and 
implementation of those already adopted, should be a high priority for the U.S., the World Bank, 
private organizations of jurists, and other governments. But given the track record of Chinese 
officials for flagrantly violating existing legal protections and safeguards — including those 
contained in China’s constitution — it would be a mistake to assume that steps towards building 
the rule of law will automatically lead to significant human rights improvements absent other 
foms of pressure. 

Hong Kong: 

At midnight on June 30, 1 997, China will assume sovereignty over Hong Kong. Concern 
is growing among Hong Kong’s citizens, the elected legislative council, and members of the 
business community about China’s willingness to fulfill its commitments under the Sino-British 
Joint Declaration on Hong Kong of 1 984. The Declaration promised that Hong Kong would 
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“enjoy a high degree of autonomy” after 1997. But in recent months, Beijing has threatened or 
actually taken steps towards overturning each of its obligations under the Joint Declaration. It 
has, among other things: 

— Declared its intention to repeal of key provisions of Hong Kong’s Bill of Rights; 

— Announced that it will appoint a provisional legislature to replace the Legislative 
Council (Legco) elected last September, perhaps as early as the beginning of 1997, thus 
establishing a rival government and triggering a constitutional crisis in Hong Kong; 

" Called on the Hong Kong government to “discipline” RTHK (Radio Television Hong 
Kong) for failing to cooperate with the demands of the China-controlled Preparatory Committee, 
responsible for matters related to the transition to Chinese rule; 

— Stated that top civil servants will be required to take a loyalty test pledging their 
obedience to the laws enacted by Beijing’s hand-picked legislature, although it has since stepped 
back somewhat from this position; 

— Threatened the independence of the courts in Hong Kong by putting in the hands of the 
appointed legislature power to confirm judges for the Court of Final Appeal that will replace the 
Privy Council, and limiting the number of foreign judges on the Court. 

The U.S. has a direct slake in the future of civil liberties, human rights and democracy in 
Hong Kong. As stated in the United States-Hong Kong Policy Act of 1992, “The human rights 
of the people of Hong Kong are of great importance to the U.S. ...A fully successful transition in 
the exercise of sovereignty over Hong Kong must safeguard human rights in and of themselves. 
Human rights also serve as a basis for Hong Kong’s continued economic prosperity.” Congress 
has a crucial role in pressing the U.S. to give a higher priority to Hong Kong in the months 
ahead. We would urge, for example, the Senate to adopt a “sense of Congress” resolution in the 
coming weeks - one year before the handover - noting the recent ominous trends, especially the 
threat against Legco, and highlighting Beijing’s obligations towards Hong Kong under the Joint 
Declaration and relevant international human rights conventions. 

Recommendations for U.S. Policy on China: 

The annual debate over MFN renewal provides a useful opportunity for Congress to 
scrutinize U.S. China policy, as well as to focus attention on China’s horrendous human rights 
record. 


Human Rights Watch/Asia has consistently taken the position that various forms of 
economic and political pressure are needed to promote human rights in China and Tibet. We 
believe the U.S. should act both on a bilateral basis — given its unique role as a superpower and 
as China’s largest single export market — and in the context of a long-term, multilateral strategy 
shared by Beijing’s other major trade and aiding partners. 


Unfortunately, the Clinton Administration has virtually nullified the impact of any direct 
linkage between MFN and human rights, such as the attachment of human rights conditions on 



169 


MFN renewal. It has done so by undermining and then repudiating its own previous policy of 
linkage, following the President 1 993 Executive Order outlining human rights conditions for 
MFN renewal which China clearly failed to meet. U.S. credibility on human rights, and other 
matters, was seriously damaged. However, other measures to exert economic and political 
pressure should be actively explored, including the following: 

1 ) The U.S. should seek to limit the flow of World Bank funds to China for non-basic 
human needs projects by exerting its leverage on an informal basis (as it has in the case of Iran 
and previously, in the case of Vietnam) to prevent lai^e infrastructure or project loans from 
reaching the Bank’s Executive Directors for consideration. Issuing occasional token or 
abstention no votes on human rights grounds is insufficient. China now receives more money 
from the World Bank than any other country; in the fiscal year ending June 1 996, it received 
approximately $2.9 billion in Bank funds. We welcomed the recent decision by the U.S. Export- 
Import Bank not to issue export credits for the Three Gorges dam, in light of both the 
environmental and human rights impact of the massive infrastructure project. 

At the same time, the Administration should try to channel World Bank funds to help 
support constructive solutions to serious human rights problems with broad social implications in 
China, such as those affecting millions of exploited migrant laborers and the ill-treatment of 
children in state-run orphanages urgently in need of additional resources. 

2) The Congress should insist on having a vote on U.S. support for China’s bid to join the 
World Trade Organi 2 ation. We believe that Congress should require the President to certify that 
China has implemented certain specific human rights and trade reforms, demonstrating Beijing’s 
willingness to comply with global rules and standards, before he agrees to iheir WTO 
membership. Informally, the Administration has told China that its human rights practices are 
endangering prospects of persuading Congress to agree to WTO entry; it did this at the time Wei 
Jingsheng was put on trial and sentenced last year. This linkage should be made formal and 
specific. It is impossible to separate China’s behavior as a reliable trading partner from its 
willingness to comply with universal human rights norms. A government that routinely violates 
its own laws to crack down on dissidents is equally willing and able to cheat on IPR agreements, 
fail to live up to contracts with foreign investors, or restrict business information on the internet. 
It is also possible that parliaments in other countries, for example in Europe, may impose similar 
conditions on their governments’ vote on China's WTO membership, thus adding a crucial 
multilateral dimension to U.S. policy. 

3) The Administration should propose that relations with China, and the future of Hong 
Kong, be on the informal agenda for discussion at the G-7 summit meeting in Lyon, France from 
June 27-29. There has been no consensus on China policy and human rights among the G-7 
since the immediate aftermath of the Tianamen Square crackdown. As China goes through a 
critical political transition process, this is a strategic time to send coordinated signals. In 
addition, the future of the rule of law and democratic government is at stake in Hong Kong. The 
G-7 final communique or chairman’s statement should include strong language calling for 
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significant improvements in human rights in China and Tibet, and full compliance with the Joint 
Declaration on Hong Kong. 

In addition, we hope the G-7 will issue a joint demarche for the release of Wei 
Jingsheng, and will use the opportunity of this meeting to agree on a common, private human 
rights agenda with concrete benchmarks, such as restarting talks with the International 
Committee of the Red Cross and opening up Tibet to independent human rights monitors. All 
the G-7 should then agree to promote this agenda, using a combination of bilateral and 
multilateral tools. It is particularly important that the U.S. urge Japan to use its leverage with 
Beijing. 

4) During his talks next month in Jakarta with the Chinese foreign minister about a 
possible summit meeting in the U.S. between President Clinton and President Jiang Zemin, or a 
potential visit to China by Vice President Al Gore, Secretary of Stale Christopher should make it 
absolutely clear that these meetings can take place only if there are meaningful steps taken by 
Beijing to improve human rights in China and Tibet. This should also be on the agenda for 
Anthony Lake's upcoming trip to Beijing. We are deeply concerned that in its eagerness to 
establish greater dialogue between Washington and Beijing, the Administration not trade away 
the substantial leverage and symbolic value of such high-level visits without receiving human 
rights concessions in exchange. 
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Chairman Crane. Thank you, Mr. Jendrzejczyk. 

Chairman Crane. Next, we will hear from Mr. Gyari. 

STATEMENT OF LODI G. GYARI, PRESIDENT, INTERNATIONAL 
CAMPAIGN FOR TIBET 

Mr. Gyari. Mr. Chairman, thank you very much for this oppor- 
tunity to testify. I am also, as a Tibetan, very grateful to the U.S. 
Congress for the strong bipartisan support that you have given to 
my people. 

Mr. Chairman, for the last 36 years, I have remained a person 
without a home, not being able to go back to my home country. 
More than 1 million of my people — and we are only 6 million 
people — have died as a result of China’s occupation. 

We are a very religious people. More than 6,000 of our mon- 
asteries were destroyed. But in spite of all that, I am not here 
today to do China bashing, I am not here to ask you to isolate 
China. In fact, I think no one is talking about isolating China, as 
some of your colleagues mentioned. 

Several months back, when the Dalai Lama met with President 
Clinton, I was honored to be there, and I remember very clearly 
His Holiness telling President Clinton that this very idea of isolat- 
ing or containing China is, first of all, not relevant, is impractical, 
but is even immoral. Any individual has a right to prosper, a right 
to progress, so therefore, for any individual or nation to try to con- 
tain or try to isolate is not only impractical but immoral. So there- 
fore, obviously, I am also not here to suggest that we isolate China. 

In fact, Mr. Chairman, years ago, many of the Western nations 
were not willing to go near China. We, and particularly the Tibetan 
leader, the Dalai Lama, were calling, urging the Western leaders, 
20 years ago, not to isolate China, but to try to bring China into 
the fold of this big family of human beings. 

But here today, I want to mention to you, Mr. Chairman, that 
we heard from the administration, and we heard from business 
leaders, and it is very clear to all of us that your relationship with 
China, the relationship between the United States and China, is 
not working, and that relationship is very important. That relation- 
ship is not working in spite of the fact that China has been given 
MFN; that has not been taken away from her. In fact, every sanc- 
tion that was there — I have been in this city for 6 years — I saw, 
one after the other, being lifted. In fact, you did everything the 
Chinese wanted. In fact, you made your leaders lose face. 

The earlier panel talked about losing face. Somehow, this notion 
that only the Chinese have face to lose is something that I really 
cannot understand. I think that we, as respectable people — every- 
one has face to lose; no one wants to lose face. Mr. Chairman, I 
think Americans are very tolerant people, and I respect that. But 
I saw your Secretary of State go to Beijing, representing your 
Nation as the foremost foreign policy spokesperson, being made to 
lose face by the same business leaders who came to testify in front 
of the CNN cameras in Beijing, as if it is only the Chinese who lose 
face and not the United States. 

I think it is very important that the United States, the only 
remaining superpower, also not lose face. I think your not losing 
face is very important because we believe that America represents 
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some of the ideas that we also respect, including freedom and de- 
mocracy. 

So, Mr. Chairman, I hope that together, the business leaders, the 
Congress and this administration will also make sure that, while 
not making China lose face, you will not lose your face. I think that 
that is very important. 

Let me go back to say that last week, your colleagues in the 
other house, in the Senate, also held hearings, and some of us were 
fortunate to be able to testify there. Secretary Winston Lord also 
testified, and in answer to Senator Moynihan’s question about the 
situation in Tibet, Secretary Winston Lord expressed great concern 
about the situation, for which I am very grateful. Also, I am very 
grateful that he mentioned Tibet today. But then, he replied by 
saying that there is no leverage that we can use, and that made 
me think, because we are told that if you give all the things that 
China wants, then you will have leverage. This is what I was led 
to believe 2 years before by the President of the United States, that 
we are going to give the Chinese MFN, we are going to de-link 
MFN with human rights because we are going to use other vehi- 
cles, and this is going to make it possible for us to be able deal 
with the Chinese in a more reasonable manner. 

So that 2 years after, when we hear the administration tell us 
that they have no leverage, I must say that this policy has failed, 
Mr. Chairman, and I think we now have to look for alternate ways 
of how you want to deal with China. 

Therefore, I strongly feel that we must give serious thought to 
some of the ideas that have been expressed today. In the past, we 
at the International Campaign for Tibet have not gone to the ex- 
tent of asking for revocation of MFN, because I do agree that MFN 
is a double-edged sword. We do agree that it also harms a segment 
of the Chinese people that we do not want to harm. We also agree 
that it can harm a segment of the people in Taiwan and Hong 
Kong, and obviously, that is not our intention. So therefore, in the 
past, we have always favored a middle path. We feel that there are 
ways outside of the two extremes — revoke it completely or give it 
unconditionally, but condition it so that some of the issues that we 
are all concerned about will be addressed. 

Therefore, in the next 3 weeks, we are going to look very closely 
to see if there is another alternative that we can ask for. Not find- 
ing one, of course, I think the only alternative that will be left is 
to maybe even support revocation, but at this point, we are still 
creatively wanting to see if the Congress can give leadership by 
coming up with a solution which can deal with the problems that 
we want to deal with, but at the same time, save MFN. 

This is our position at this stage. 

However, it is also very important, Mr. Chairman, that people 
like yourself take into consideration all the views that have been 
discussed here today and, if possible, even conduct more hearings, 
because your relationship with China is crucial for the 21st 
century, for all of us. It is not enough that we have — with all re- 
spect — this is a capitalist society, and I respect when the business 
leaders come here and say that they can make tons of money. It 
is very good; we should respect that. 
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I also respect when Members of Congress say they have to sup- 
port MFN because they have electorates in their States, in their 
districts. That is also absolutely right because that is what you are 
here for; you are here to represent the people who have voted for 
you. But, I do not find it acceptable when some business leaders 
or, for that matter, even some leaders, when they tell us that they 
are doing all of this, giving China MFN, giving China everything, 
because it is good for China’s people, or it is good for the Tibetan 
people. It certainly is not. 

I know it is not good for the Tibetan people because we are going 
through a period in Tibet just like the Cultural Revolution period. 
As I sit here and testify before you, our people are being arrested, 
our monks are being shot, and our monasteries have once again 
been closed. We are not even allowed to keep in our homes photos 
of the Dalai Lama, who is our supreme religious leader. 

The second-highest leader of Tibetan Buddhism, Panchan Lama, 
a young boy, 7 years old, is being detained by the Chinese govern- 
ment, and the politburo of China have selected their own Panchan 
Lama. 

So all of these things are going on, and if anyone tells me that 
the relationship with China is great, and that what we are doing 
is for the good of the Tibetan people or for the Chinese people, that 
I cannot accept. 

Also in the last several days, on the Senate side, some Members 
even brought up the name of Wei Jingsheng, one of the greatest 
human rights activists in China, who is still under detention, using 
his name to justify giving MFN. I think such a thing is immoral. 
This person is still suffering. This person is still under detention. 
And to use something that he is supposed to have said to justify 
giving MFN to China I think is not right. 

I can tell you sir that, yes, there are dissidents who do favor giv- 
ing MFN, and they have some valid reasons. But, I also know 
through a very reliable source that there are many members of the 
central Committee of the Communist Party of China — there are at 
least a few people that I know of who are members of the Standing 
Committee of the National People’s Congress who want you to be 
tough. I am talking about people who are members of the 
Communist Party of China. Obviously, I will not disclose their 
names, because it would be like sending them to 16 years of 
imprisonment. 

So therefore, you have to look from every angle. This is very im- 
portant for all of us. We should not just be guided by greed, be- 
cause it is bottomless greed. We should also not be guided by short- 
term interests by political leaders or politicians. This is something 
that is very crucial to the relations of the United States with 
China. 

China is important. No one disagrees with that. It is so impor- 
tant that you should really not rush through and just be guided by 
either the businesspeople or, for that matter, not even by those of 
us on this panel. But you should give it very serious thought. 

I do have my written statement, which I have submitted for your 
record, and I would also like to join with Human Rights Watch 
Asia and say that we also strongly believe that even China’s admis- 
sion to the WTO should be discussed, and I think that this 



174 


Congress should definitely make it a condition, before China is al- 
lowed to join, that some of the fundamental issues that we have 
discussed here are respected by the Chinese. 

Then, there is also some talk about calling things not “MFN” but 
“NTR” or “normal trade relations.” It does not matter — whatever 
you want to call it. Even if it is normal trade, under the present 
circumstances, I think China does not deserve it, even if you want 
to call it “normal trade,” because if I understand what the United 
States stands for, under the present circumstances, even if it is 
“normal” trade relations, I do not think she deserves it. 

And then, let us not try to make it unimportant. Some people 
say, “That is not important; let them give it.” It is important. It is 
important, and therefore you have these hearings all the time. It 
is important because the American corporate world is spending so 
much time trying to make sure that China gets MFN. MFN is very 
important for China right now, so your taxpayers are keeping alive 
the world’s last remaining Communist authoritarian government 
on this planet, and that government is keeping thousands of my 
people in prison, they are torturing my people, they are closing 
down my monasteries, and they are also torturing innocent 
Chinese citizens. 

Today, you can read in the newspaper that one of the few 
Chinese party members who dared to speak out has been officially 
sentenced, but is not allowed to go home. Why are they afraid of 
this one person? Why are they afraid of this young, 7-year-old 
Tibetan boy? It clearly shows that there is something a bit wrong 
there, sir. 

With that, I know that I am running out of time, but I do wish 
to thank you once again for this opportunity, you have a very im- 
portant role to play, and I hope that you will be guided by far- 
sightedness and wisdom and will take all matters into consider- 
ation before the Subcommittee makes up its mind. 

Thank you, sir. 

[The prepared statement and attachment follow:] 
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Testimony of Lodi G. Gyari 
President, Internationa) Campaign for Tibet 

before the Sultcommittee on Trade 
House Ways and Means Committee 
Hearing on U.S. - China Trade Relations and 
Renewal of China's Most Favored Nation Status 

Tuesday, June 11th, 1996 

Thank you for providing me this opportunity to testify before you on the situation in 
Tibet and on Most Favored Nation (MFN) trading status for China. 

My name is Lodi Gyari and I was bom in Nyarong in the Tibetan province of Kham. I 
am President of the International Campaign for Tibet, a Washington-based, non- 
governmental organization dedicated to the promotion of human rights and democratic 
freedoms for the people of Tibet. I am also Special Envoy of His Holiness the Dalai 
Lama and have serv^ in both the Tibetan Parliament and Cabinet in Exile in 
Dharamsala, India. 

I would like to once again ex|mss my deep appreciation to the U.S. Congress for its 
tremendous leadership on the issue of TibeL The numerous resolutions passed by you 
and your colleagues condemning human rights violations in Tibet and providing financial 
and other assistance to Tibetan refugees have given significant encouragement to the 
Tibetan people. It is fair to say that the Tibetan people owe a great debt of gratitude to 
the U.S. Congress for supporting their ongoing struggle for basic rights and for 
recognizing that the plight of the six million Tibetans is an important American interest 

Mr. Chairman, given that this Subcommittee will be considering President Clinton's 
request for a MFN waiver for China, I regretfully must report to you that there have been 
no positive developments in China's policies towards Tibet over the past year and that the 
human rights situation in Tibet has in fact deteriorated. 

Recent Crackdown 

The most severe wave of repression since martial law was imiwsed in 1989 is now 
occurring in Lhasa, Tibet's capital, as a result of a drive by Chinese authorities to remove 
all photographs of the Dalai Lama from monasteries, schools, businesses and private 
homes. 'This campaign against His Holiness began in April of this year when an 
announcement was made that monasteries and temples would be banned from displaying 
photos of the Dalai Lama. Pictures of the Dalai Lama had been allowed since 1979 as 
part of a Chinese decision to allow religious expression in Tibet. 

According to news reports and human rights organizations, two truckloads of injured 
Tibetans were taken to hospitals in Lhasa in mid-May by a police escort. It is presumed 
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that these Tibetans were injured when they resisted the imposition of the photo ban. In 
another incident earlier last month at Ganden Monastery, located near Lhasa, at least 
three monks were shot and wounded and another monk was severely beaten by police 
sent to enforce the ban. The number of monks arrested during this incident is said to vary 
from 7 to 70. There are reportedly only a few monks left at the monastery and Chinese 
officials have announced that they plan to keep it sealed for at least 2 to 3 months. 

Chinese police have also begun sweeps of hotels, restaurants and shops in Lhasa, 
ordering that photos of the Dalai Lama be taken down. Reports also indicate that 
officials have conducted house to house searches to inspect whether pictures of the Dalai 
Lama were on display. This crackdown is part of an ongoing campaign by the Chinese 
government to restrict religious expression in Tibet and to discredit the Dalai Lama, not 
only as the political leader but also as the spiritual leader of the Tibetan people. 

Panchen l.ama 

Just two weeks ago, the Chinese government admitted for the first time that they are 
holding Gedhun Choekyi Nyima, the 7 year old boy named by the Dalai Lama as the 11th 
Panchen Lama, the second highest ranking religious figure. The young boy, believed to 
be the "world's youngest political prisoner”, and his family have been held in a secret 
location in China for over a year. In total disregard of the Tibetan people's traditions and 
beliefs, the Chinese Government announced in November 1995 that they had found the 
"real" Panchen Lama and have since attempted to impose their selection on the Tibetan 
people. 

Restrictions on Religious Fh.tctice 

In addition to China's abduction of the Panchen Lama, there has been a heightened 
campaign by the Chinese Government to repress the spread and practice of Buddhism in 
Tibet. Authorities have set a limit on the number of monks and nuns in all monasteries 
and have halted the unauthorized rebuilding of monasteries destroyed during the Cultural 
Revolution. Beijing has also vowed to close problematic monasteries and jail "separatist " 
monks and nuns. New restrictions have also been imposed on youths joining monasteries 
and government officials have been prohibited from practicing religion. 

Political Prisoners 

There are close to 700 documented political prisoners in Tibet today. This does not 
account for the hundreds, maybe thousands, of prisoners whose names have not been 
determined. These political prisoners include hundreds of monks and nuns who have 
been detained solely for expressing their religious and political beliefs. One political 
prisoner, Ngawang Choephel, was arrested last year while making a documentary video 
about traditional Tibetan music. Ngawang did not live in Tibet and was visiting from 
India in order to conduct his study. In 1992-93, he studied at Middlebury College in 
Vermont as a Fulbright scholar. 
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Population Transfer 

The greatest concern of the Tibetan people continues to be the tremendous influx of 
Chinese settlers into Tibet. Many of the settlers come to Tibet as a result of economic 
and other incentives provided to them by the Chinese Government. In addition, the 
prospect of economic opportunity is luring Chinese entrepreneurs to Tibet's towns and 
cities. As a result of this influx, the number and influence of Chinese in Tibet is 
marginalizing the Tibetan people politically, economically and culturally. 

Negotiations 

His Holiness the Dalai Lama has stated that the only way to bring about a peaceful 
resolution to the situation in Tibet is through a mutually-acceptable negotiated settlement 
between the Chinese and Tibetan people. To this end, he has issued several forward 
looking proposals, including the Five Point Peace Plan and the Strasbourg Proposal, in 
which he has agreed not to raise the issue of independence during negotiations. 

However, the Chinese Government has refused to respond positively to his proposals and 
continues to disregard the Tibetan people's fundamental rights. 

At this time, I would like to submit for the record the testimony of His Holiness who 
recently appeared before the Foreign Affairs Committee of the Danish Parliament to 
express his views about the current situation in Tibet and about the process of change 
which is occurring in China. 

Clinton Administration Policy on MFN for China 

Mr. Chairman, when President Clinton decided in May 1994 to abandon his policy of 
linking human rights conditions to renewal of China's MFN status, he threw away a 
powerful tool in the United States' arsenal to press for significant improvements in human 
rights in China and Tibet. We at the International Campaign for Tibet were greatly 
disappointed by the President's decision to back down from a policy which could have 
produced results, had he stuck with it. If any one country has the ability to influence 
China's policies towards Tibet, it is the Unit^ States. 

Prior to the President's decision two years ago to de-link human rights and trade, we had 
been informed that a very high level Chinese delegation made a low profile visit to 
Washington, headed by a former Chinese Ambassador to the U.S. During their visit, this 
delegation expressed its concern about the condition in the President's Executive Order of 
1 993 which called for the Chinese to "preserve Tibet's distinct religious and cultural 
heritage" in order to continue to receive MFN from the US. The delegation reportedly 
sought suggestions on how they could meet the minimum requirement of this condition 
regarding Tibet in order to not jeopardize their MFN status. This episode demonstrates 
that until the President blinked and it became clear that he would continue to provide 
MFN status to China whether or not they met the conditions in his Executive Order, the 
Chinese were prepared to make the necessary improvements in Tibet. Perhaps the 
situation in Tibet would not be as bleak as it is today if the President had stuck to his 
policy. This lost opportunity has had dire consequences in Tibet where over the past two 
year the Chinese have felt more emboldened that ever to repress the Tibetan people. 
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It is imperative that we not forget that today it is China who is benefiting from its trade 
relationship with the U.S. and that they would still go to great lengths to ensure the 
continuation of their MFN status. As Members of this Subcommittee know, the Chinese 
enjoy a $34 billion trade surplus with the U.S. While we have never advocated 
revocation of MFN for China, we do believe that trade leverage can be used as an 
effective instrument for bringing about progress on human rights in China and Tibet. 
Therefore, we have in the past supported the efforts of Congress to use the annual 
renewal of China's MFN status to attach conditions on this renewal, such as calling for 
the preservation of Tibet's unique culture and religion and supporting negotiations 
between the Tibetan Government in Exile and the Chinese government on the status of 
Tibet. 

In terms of this year, we favor using renewal of China's MFN status and other means of 
leverage, such as China's entry into the World Trade Organization, to press for significant 
improvements in human rights conditions in China and Tibet. We believe it is time that 
U.S. leverage be used effectively with China In the last two years, every sanction on the 
Chinese government has been lifted and yet we haven't seen any positive response from 
China. Given the fact that the MFN issue has not been handled well by the 
Administration, we look to the Congress to put forward a trade policy with China that 
will achieve results. The U.S. has enormous economic leverage with China by which to 
promote one its most fundamental interests -- namely the observance of human rights and 
the spread of democratic freedoms - and we strongly believe that the U.S. should use this 
leverage. 

In addition, without the rule of law, China cannot be counted on as a stable trading 
partner for the U.S. and therefore it is in the U.S. economic interest to encourage 
democratic growth in China. 1 have always urged the leadership of corporate America to 
not simply lobby on behalf of the Chinese government, but to work with us, with the 
Congress and with the Administration so that together we can bring about fundamental 
change in China. Our vision of China is one that is governed by the rule of law and 
which will not only guarantee human rights for the Tibetan people but also the protection 
of American business interests. And it is my belief that a China that is governed by a rule 
of law - with copyrights and human rights respected -- is in everyone's interest. 

Trade and Human Rights 

The Chinese Government understands what the Clinton Administration has failed to 
appreciate -- that trade can be used to promote a country's interest. For example, during 
this year’s session of the United Nations Commission on Human Rights in Geneva, the 
Chinese not only succeeded in blocking consideration of a mildly-worded resolution on 
human rights conditions in China but they also put pressure on African and Asian 
delegations to vote in their favor so that development aid would not be withdrawn. The 
Chinese have also cleverly manipulated the economic greed of some Western nations by 
using access to the Chinese market as bargaining tool. It is widely known that during the 
Commission's debate over the China resolution, a certain European country was offered a 
lucrative Airbus contract which totally silenced that nation from participating in the 
debate. It also served to weaken the multilateral effort to win approval of the resolution. 
So while the Clinton Administration has failed to use trade as means tb advocate human 
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rights, the Chinese have demonstrated that you can link economic and human rights 
considerations for sinister purposes. 

In 1 994, after the President reversed his China MFN policy, we were given assurances 
that the Administration remained committed to helping the Tibetan people and to 
supporting negotiations between the Dalai Lama and Chinese leaders. However, since 
that time, the Administration has yet to develop and maintain a policy that will pressure 
the Chinese to respect the rights of Tibetans. In fact, when President Clinton announced 
his intention to grant unconditional renewal of MFN for China on May 20th of this year, 
he failed to even mention Tibet or his concerns over the recent crackdown there in his 
speech. He also gave no indication of how their policy of "comprehensive engagement" 
with China, which includes granting unconditional renewal of MFN, is helping to 
improve the situation in Tibet today. This is deeply disappointing to the Tibetan people 
and to the many supporters of the Tibetan cause in this country and in substance it differs 
very little from President Bush's policy of "constructive engagement". 

Conclusion 

Mr. Chairman, the United Slates' policy of constructive and comprehensive engagement 
with China has not brought any relief to the Tibetan people. 

It is clearly a difficult time in U.S. - China relations as a result of disagreements over 
Taiwan, intellectual propeny rights, weapons proliferation and human rights. In addition, 
Deng Xiaoping's impending death has added an element of uncertainty in China's internal 
political situation. But, contrary to what China's apologists would like us to believe, 

Sino - U.S. relations are at a critical stage not because of a tough U.S. policy but rather 
because the U.S. has been weak when it comes to sticking to its policy towards China. 
Because the Chinese have seen the U.S. back down on efforts to promote human rights, 
they do not believe that they will face a penalty for their repressive actions in Tibet. As a 
result of the increasing number of Chinese settlers moving into Tibet and the worsening 
human rights situation in Tibet, the Tibetan cause cannot wait long for the U.S. and the 
international community to take a strong and principled stand on human rights. We urge 
the Congress and the Clinton Administration to make clear to the Chinese government 
that unless there is a clear improvement in its human rights practices, China cannot have 
the relationship it wants with the United States. We also urge you to take the long view 
of Sino - U.S. relations and stability in China and to not be guided by self-styled, profit- 
motivated China specialists. 

In order to help bring an end to the egregious human rights violations perpetrated by the 
Chinese Government against the Tibetan people, we recommend that the United States 
should adopt the following course of action: 

• raise at the highest levels in the Chinese Government your strong concern about 
the recent crackdown in Tibet. We have kept the Administration fully informed about the 
deteriorating situation in Tibet and I can say from my personal experience that there are 
many people in the Administration who are deeply concerned about Tibet. Despite this, 
the Administration has yet to issue a public statement of concern about the recent 
escalation of repression in Tibet. We are very concerned that the Administration is 
dragging its heels while the suffering in Tibet intensifies and we would be very grateful if 
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Members could put pressure on the State Department to make public what they plan to do 
about the current situation in Tibet. We also ask Members to ex|He$s their outrage over 
recent events in Tibet during debate about China's MFN status on the House floor; 

' use economic leverage, whether it be China's Most Favored Nation trading status 
or China's entry into the World Trade Organization, to pressure China to improve its 
human rights record in China and Tibet; 

• support multilateral efforts calling on the Chinese to allow access for human rights 
monitors and the press into Tibet, for example by including Tibet on the agenda of the 
upcoming G7 Summit in Lyon, France; 

• establish a Special Envoy on Tibet within the Administration to help streamline 
U.S. policy towards Tibet, and in particular to help push for a negotiated settlement 
between His Holiness the Dalai Lama and the Chinese Government; 

• raise concerns about the status of and the human right situation in Tibet at every 
opportunity with the Chinese leadership. 

Thank you again, Mr. Chairman, for this opportunity to testify before you today. 
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STATEMENT BY HIS HOLINESS THE DALAI LAMA TO 
THE FOREIGN AFFAIRS COMMITTEE 
OF THE FOLKLETDMGETS UDENRIGSUDALG, 
DENMARK 

Hearing on Tibet 
Copenhagen, May 13, 1996 


Mr. Chairman, Honourable Members of Parliament, 

It gives me great pleasure to address you today, at the opening of this hearing on 
Tibet. This hearing comes at a crucial time. Since the lifting of martial law in 
May 1990, repression and political persecution have continued in Tibet and have 
lately reached a new peak. Observance of human rights in Tibet has, sadly, not 
improved. On the contrary the Chinese government has intensified repression. 
This has also been documented in reports by international human rights 
organisations. I am confident that other informed experts invited to this hearing 
will also corroborate the grim developments in Tibet. 

Violations of human rights in Tibet have a distinct character. Such abuses are 
aimed at Tibetans as a people asserting their own identity and their wish to 
preserve it. Thus, human rights violations in Tibet are often the result of 
institutionalised racial and culmral discrimination. If the human rights situation in 
Tibet is to be improved, the issue of Tibet should be addressed on its merits. It 
should be seen as distinct from the overall situation in China. Undoubtedly, the 
Chinese in China suffer from human rights abuses, but these abuses are of an 
entirely different nature. 

In Tibet my people are being marginalised and discriminated against in the face 
of creeping Sinicization. The destruction of cultural artefacts and traditions 
coupled with the mass influx of Chinese into Tibet amount to culmral genocide. 
The very survival of the Tibetans as a distinct people is under constant threat. 
Similarly, the issues of environmental destruction and contamination, which have 
serious ramifications beyond the Tibetan plateau, and economic development 
must be addressed specifically with regard to Tibet. These problems are also 
different from those faced in China. 

It is encouraging to note the growing concern being shown for the human rights 
situation in Tibet by many governments and NGOs around the world. But human 
rights' violations, environmental degradation and social unrest in Tibet are only 
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the symptoms and consequences of a deeper problem. Fundamentally, the issue of 
Tibet is political. It is an issue of colonial nile: the oppression of Tibet by the 
People's Republic of China and resistance to that rule by the people of Tibet. This 
issue can be resolved only through negotiations and not, as China would have it, 
through force, intimidation, and population transfer. 

This hearing is also significant because of the process of change that is taking 
place in China. It offers a historic opportunity for Denmark and other members 
of the international community to reassess their policy towards China, in order 
both to influence and to respond to the changes that are taking place in that 
country. With regard to Tilit I am convinced that the next few years will be 
crucial in bringing about honest negotiations between us and the Chinese 
government. Such negotiations are the only way to promote a peaceful and 
comprehensive resolution of the Tibetan question. 

It is undoubtedly in the interest of the Chinese people that the present totalitarian 
one-party state gives way to a democratic system in which fundamental human’ 
rights and freedoms are protected and promoted. The people of China have 
clearly manifested their desire for human rights, democracy and the rule of law 
in successive movements starting in 1979 with the 'Democracy Wall' and 
culminating in the great popular movement of the spring of 1989. 

China needs human rights, democracy and the rule of law. These values are the 
foundation of a free and dynamic society. They are also the source of true peace 
and stability. A society upholding such values will offer far greater potential and 
security for trade and investment. A democratic China is thus also in the interest 
of the international community in general and of Asia in particular. Therefore, 
every effort should be made not only to integrate China into the world economy, 
but also to encourage her to enter the mainstream of global democracy. 
Nevertheless, freedom and democracy in China can be brought about only by the 
Chinese themselves and not by anyone else. This is why the brave and dedicated 
members of the Chinese democracy movement deserve our encouragement and 
support. 

Democracy in China will have important consequences for Tibet. Many of the 
leaders of the Chinese democracy movement recognise that Tibetans have been ill 
treated by Beijing and believe that such injustice should be redressed. Many of 
them openly state that Tibetans should be granted the opportunity to express and 
implement their right to self-determination. 

In the final analysis it is for the Tibetan and the Chinese peoples themselves to 
find a just and peaceful resolution to the Tibetan problem. 'Therefore, in our 
struggle for freedom and justice I have always tried to pursue a path of 



183 


nonviolence in order to ensure that a relationship based on mutual respect, 
friendship and genuine good neighbourliness can be sustained between our two 
peoples in the future. For centuries the Tibetan and the Qiinese peoples have 
lived side by side. In future, too, we will have no alternative but to live as 
neighbours. I have, therefore, always attached great importance to our 
relationship. In this spirit I have sought to reach out to our Chinese brothers and 
sisters in the United States, Europe, Asia and Australia. 

Furthermore, in my efforts to seek a negotiated solution to our problem, I have 
refrained from asking for the complete independence of Tibet. Historically and 
according to international law Tibet is an independent country under Chinese 
occupation. However, over the past fifteen years I have adopted a “middle-way" 
approach of reconciliation and compromise in the pursuit of a peaceful and 
negotiated resolution of the Tibetan issue. While it is the overwhelming desire of 
the Tibetan people to regain their national independence, I have repeatedly and 
publicly stated diat I am willing to enter into negotiations on the basis of an 
agenda that does not include the independence. The continued occupation of Tibet 
poses an increasing threat to the very existence of a distinct Tibetan national and 
cultural identity. Therefore, I consider that my primary responsibility is to take 
whatever steps I must to save my people and their unique cultural heritage from 
total annihilation. 

Moreover, I believe that it is more important to look forward to the fumte than 
to dwell in the past. Theoretically speaking it is not impossible that the six million 
Tibetans could benefit from joining the one billion Chinese of their own free 
will, if a relationship based on equality, mutual benefit and mutual respect could 
be established. But, if China wants Tibet to stay with her, it is up to China to 
create the necessary conditions. The reality today is that Tibet is an occupied 
country under colonial rule. This is the essential issue which must be addressed 
and resolved through negotiations. 

Unfortunately, the Chinese goverrunent has yet to accept any of the proposals and 
initiatives we have made over the years and has yet to enter into any substantive 
negotiations with us. Meanwhile, they continue to flood Tibet with Chinese 
immigrants, effectively reducing Tibetans to an insignificant minority in their 
own land. In fact some of my friends call this China's 'Final Solution' to the 
Tibetan problem. 

Tibet - an ancient nation with a unique culture and civilization - is disappearing 
fast. In endeavouring to protect my nation from this catastrophe, I have always 
sought to be guided by r^ism, moderation and patience. I have tried in every 
way I know to find some mumally acceptable solution in the spirit of 
reconciliation and compromise. However, it has now become clear that our 
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efforts alone are not sufficient to bring the Chinese government to the negotiating 
table. This sad state of affairs compels me to appeal to your Government and the 
international community for urgent intervention and action on behalf of my 
people. 

In the first place, the true nature of China's rule over Tibet must be understood. 
China's leaders have for decades, even before the Communist revolution, 
propagated a false and self-serving version of the history of Tibet and of Tibet- 
China relations. Tibet's historical independence and its rich cultural and spiritual 
tradition have been entirely distorted to justify China's invasion, occupation and 
suppression of Tibet. The international community, and even the Chinese people, 
still does not fully comprehend the extent of the destruction, suffering and 
injustice experienced by the Tibetans under Chinese rule. Today the Chinese 
people, especially the intellecmals, closely foUow what happens outside China. 

The Chinese authorities are no longer able to isolate the population from outside 
sources of information. It is therefore immensely important that govermnents and 
non-governmental organisations in democratic countries discuss all aspects of the 
Tibetan issue, from the historical relations between Tibet and China to the 
current violations of human rights, openly and honestly. 

Secondly, China's leaders must be made to realise that the question of Tibet will 
cause ever increasing problems to China domestically and internationally, unless 
it is resolved to the satisfaction of both China and Tibet through earnest 
negotiations, m which all issues can be discussed with honesty and candour. 

Thirdly, we need governments of democratic countries to continue to urge the 
Chinese authorities to respect human rights in Tibet and to enter into serious 
negotiations with us. We appeal for persistent and concerted efforts by the 
international community in bringing about direct and meaningful negotiations. 

Fourthly, in their contacts with leaders and members of the democratic 
movement in China and in exile, governments of democratic countries should 
make clear their expectations with regard to China's future conduct towards 
Tibet. Now is the time for Chinese democrats to make conunitments in this 
respect. 

On our part, we Tibetans will continue our nonviolent struggle for freedom. My 
people are calling for an intensification of the struggle, and I believe they will put 
this into effect. But we will resist the use of violence as an expression of the 
desperation which many Tibetans feel. As long as I lead our freedom struggle, 
there will be no deviation from the path of nonviolence. However, my people 
need hope and encouragement They will find this in the support of the 
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international conununity, if they can see effective and concerted action on the 
issue of Tibet. 

I remain committed to negotiations with China. I have made proposals in this 
regard, which are contained in my Five Point Peace Plan (1987) and the proposal 
1 made at the European Parliament in Strasbourg in 1988. These proposals were 
very well received internationally, and they can still form a rational basis for 
negotiations. But since China has chosen to reject them, I have stated, and I 
reiterate today, our willingness to start negotiations with China without any 
preconditions. I call on all democratic countries of the world to intensify their 
support for this position. And I extend to China's present and fumre leaders an 
invitation to open negotiations as soon as possible in the interests of both the 
Tibetan and Chinese peoples. 
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Chairman CRANE. Thank you, Mr. Gyari. 

Chairman CRANE. We thank you all for your testimony, and all 
written statements will be made a part of the permanent record as 
well. Thank you for appearing today. 

Our final panel includes Dianne Sullivan, Daniel O’Flaherty, 
Eugene Milosh, and Martin Duggan. 

If you could each try to summarize in 5 minutes, all printed 
statements will be made part of the permanent record, and ladies 
first. 

STATEMENT OF M. DIANNE SULLIVAN, DIRECTOR OF TRADE 
POLICY, NATIONAL ASSOCIATION OF MANUFACTURERS 

Ms. Sullivan. Mr. Chairman, my name is Dianne Sullivan, and 
I am the director of trade policy for the National Association of 
Manufacturers. It is my great pleasure to be here, on this side of 
the table, addressing the Trade Subcommittee. 

The China issue always draws a debate, and this year is no 
exception. The NAM is glad for the opportunity to express its views 
to you today. 

The National Association of Manufacturers supports the exten- 
sion of MFN status to China. Indeed, the NAM would like to see 
an end to these annual debates and the granting of permanent 
MFN status to China. 

I am here because U.S. industry believes it is important to 
describe the complexity of our economic and commercial relations 
with China and the stake that U.S. business has in this market. 

To that end, the NAM conducted a survey, the results of which 
have just been released in a report subtitled, “MFN: The Need for 
Normal Commercial Relations.” This report is being circulated on 
the Hill today, and the NAM believes you will find it useful. 

This report gives texture and detail to two specific points. 
Number one, trade with China is important to the U.S. economy, 
and number two, American business is a positive force in China. 

As you well know, we live in a globalized economy today, and 
much of our potential for growth lies outside of our borders. In 
1970, the value of trade equalled just 13 percent of our gross do- 
mestic product. That figure exceeded 30 percent in 1995 and is 
continuing to grow. 

Exports themselves support 15 million workers in this country. 
Exports are critical to our economy and matter to the average 
American worker and average American company far more than 
most people realize. 

Two recent reports produced jointly by the research arm of the 
NAM and the Institute for International Economics have shown 
that wages are on average 15 percent higher, benefit levels are 37 
percent higher, productivity is 40 percent higher, companies’ sur- 
vival rates are 10 percent better, and job growth is 17 to 18 percent 
higher in exporting plants. This applies to small and medium-size 
companies as much as it does to the Motorolas, Caterpillars, and 
Boeings of this country. 

For example, on page 13 of our report, you will see a survey 
entry from Clarcor, Incorporated in Rockford, Illinois. This com- 
pany, with 2,400 employees and 4 PRC nationals employed in 
China, manufactures heavy-duty engine filters for heavy equipment 
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and responded positively that: “Working with the Chinese has been 
productive. They are dependable trading partners who have lived 
up to all their commitments in a timely fashion.” 

The importance of importing should not be ignored, either. 
Imports give U.S. consumers broad and varied exposure to a wide 
variety of reasonably priced goods and continually prompt our 
entrepreneurs to keep up competitively. 

Nowhere are our trading opportunities better than they are cur- 
rently in the Asian Pacific region, and within the region, the great- 
est potential obviously lies in China. The Chinese economy is grow- 
ing at a rate of 8 to 10 percent annually, and economic output is 
expected to reach $10 trillion by early next century. 

In the last 5 years, U.S. exports to China have grown annually 
on average by 22 percent, or two and a half times the total U.S. 
export growth rate. Granted, U.S. exports to China, at $11.7 billion 
in 1995, represented less than 9 percent of China’s total exports, 
but that does not suggest that we should therefore throw up our 
hands and walk away from China. Instead, we should be poised to 
take advantage of increasing consumer demand and should be en- 
gaged with China to better push for more and more market access. 

It is true that our trade with China is currently out of balance, 
but authoritative analysis has shown that the deficit figure is over- 
stated, perhaps by as much as 50 percent. That figure does not nec- 
essarily reflect the extent to which an economy is closed. For exam- 
ple, it is interesting to note that China has attracted more foreign 
investment in the last 5 years than Japan has since World War II. 
In addition, the deficit number by itself fails to demonstrate that 
there has been a major production shift throughout Asia. 

Not only is trade with China in the U.S. national interest, but 
American companies contribute to improved human conditions in 
China. Our report contains many examples of this. And if you will 
take a look at this to see that U.S. company presence in China has 
contributed to the development through employment and other- 
wise, of a whole new enlightened and consumer-oriented Chinese 
middle class, and we hope that our continued presence there will 
ensure its existence. 

To close, when we are speaking of restricting MFN, what we are 
really talking about is unilateral sanctioning. Unilateral sanctions 
cause difficulties and instability for U.S. business and our workers, 
not to mention the Chinese workers employed in China by our com- 
panies. Any restrictions are sure to bring retaliation and will en- 
sure solely to our competitors’ benefit. Rather than shooting our- 
selves in the foot, we should aim to develop more areas of common 
interest with the Chinese and continue through varying means to 
support and develop stable bilateral commercial ties. 

Mr. Chairman, international trade is here to stay. So is develop- 
ment in China. It is our responsibility to remain engaged with the 
Chinese on a consistent and stable basis. 

Thank you for this opportunity to testify. 

[The prepared statement and attachments follow:] 
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Testimony of 
M. Dianne Sullivan 
Director of Trade Policy 
The National Association of Manufacturers 
iime 11, 1996 


Mr. Chairman. My name is Dianne SulUvan, and I am the Director of Trade Policy 
for the National Association of Manufacturers (NAM). I would like to thank you for 
organizing this important and timely hearing and for giving us this opportunity to express our 
views. 


The NAM supports the extension of most-favored-nation status (“MFN") to China; 
indeed, the NAM would like to see an end to the sumual debates over this matter and the 
granting of permanent MFN status to China. U.S. industry believes it is important te 
understand the complexity of our economic and commercial relations with C^na and the 
stake that U.S. business has in this market. 

To that end, the NAM has just released a report, subtitled MFN: The Need for Normal 
Commercial Relations. This report is based on the results of a member company survey and 
gives texture and details to two specific points: 

FIRST, trade with China is important to the U.S. economy, and 

SECOND, American business is a positive force in China. 


INTERNATIONAL TRADE; THE ENGINE OF JOBS AND STABILITY 


We live in a globalized economy today. 'Hiere is no question that business is an international 
affair. Where once our economy was largely seif'Contained, it is now interdependent with 
the economies of the rest of the world. 

In this post-Cold War era, U.S. national security and economic security have become 
distinctly intertwined. Trade, while it has not replaced other foreign policy considerations, 
has certainly become, in its own right, a major foreign policy issue. 

Not only would it be difficult, practically speaking, to disengage from the global 
economy, but it would be fcKriish. Much of our potential for economic growth lies outside 
our borders. The United States con^)rises only 4 percent of the world’s population and we 
are at near-zero populaticm growth. Future opportunities are really coming, in Urge part, 
from the other 96 percent of the wcnld, and we must continue to reach for them if we intend 
to preserve and expand our world leadership position. (See Chart A.) 

Statistically, it is clear that international trade is an increasingly integral part of the 
U.S. economy. In 1970, the value of trade equaled just 13 percent of the U.S. gross 
domestic product (GDP). That figure exceeded 30 percent in 1995, and is continuing to 
grow. Imports have given U.S. consumen broad and varied exposure to a wide array of 
reasonably priced goods, and continually prompt our innovators to keep up competitively. 
Exports support 15 million workers in this country. Millions of other woiiters, whose jobs 
are not dir^y or indirectly supporting exports, also benefit hrom working for companies 
whose success and fitness have been notic^Iy improved by retooling to export. In fact, 
two recent reports. Why Exports Realty Manerl (1^5) and Why Exports Matter: Morel 
(1996), document that exporting matters to the average American worker and average 
American company far more than most people realize, because: 

• wages in export plants are on average, 15 percent better; 

• benefit levels are 37 percent higher; 

• productivity is 40 percent greater; 

• exporting improves company survival rates by 10 percent; and 

• job growth is 17-18 percent greater. 

According to the U.S. Commerce Department, every billion doUan of exports supports over 
IS.CXX) jobs. Expanding trade has been, and will continue to be, critical to creating good, 
high-wage jobs here at home. 
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Nowhere are our trading opportunities greater than they are currently in the Asia-Pacific 
region. The change in this region in the last 50 years is extraordinary. Asian nations have 
transformed themselves into some of the most dynamic economies anywhere in the world, 
and their future potential is enormous. Within the region, the greatest potential obviously 
lies in China, a country encompassing more than one fifth of the world’s population. (See 
Chart B.) 

China’s economy is growing at an annual rate of S-10 percent, and economic output is 
expected to reach $10 trillion by early next century. U.S. exports to China in 1995, at $1 1.7 
billion, represented less than 9 percent of China’s total $132 billion in imports, so there is 
definitdy room for growth. As China’s consumption ^ility expands, the United States 
should be there to fill the demand. 

In fact, in the last five years, U.S. exports to China have grown annually, on average 
by 22 percent, or two-and-a-half times the total U.S. export growth rate. Given China's 
size, this country represents one of the United States’ fastest growing, elastic export markets 
— U.S. export sales to China already out-pace U.S. export sales to France, to Italy, to 
Switzerland and to Australia. Of our top principle exports to China, most have b^n 
consistently growing. (See Chart C.) Additionally, increasing export rates can be compared 
to decreasing rates of import acceleration, suggesting positive market development, 
increasingly available investment monies and growing consumer demand in China. (See 
Chart D.) Chinese infrastructure needs, estimated by the World Bank to be nearly $750 
billion over the next decade, must be supplied from overseas. The United States needs to be 
poised to win contracts to supply such ne^s. 

It is true that our trade with China is currently out of balance. Whether, and to what 
extent, a bilateral trade deficit is damaging is debatable — and would be better addressed in 
another forum. Suffice it to say, trade figures should be examined carefully and used in 
proper context if they are to be meaningfully applied. While China does have significant 
trade barriers to U.S. exports which need to be addressed, it is important to recognize that 
trade deficit figures do not necessarily reflect the extent to which an economy is closed. For 
example, it is interesting to note that China has attracted more foreign investment in the last 
five years than Japan has since World War II. 

Authoritative analysis has also shown that the U.S./China deficit figure as a number is 
overstated, perhaps by as much as 50 percent. Many of our exports to Hong Kong are re- 
exported to China, but are only recorded statistically as exports to Hong Kong. In contrast, 
imports brought through Hong Kong are fully ascribed to China, even though perhaps a 
quarter of the value of (hose goods goes to the Hong Kong "re-exporters.” Import numbers 
sdso fail to exclude the value of foreign inputs used in Chinese prt^uction, which would 
reduce the value of U.S. imports of Chinese goods substantially. 

The bilateral trade deficit figure also fails to demonstrate that there has been a major 
shift in production throughout Asia. From 1987-1995, as investment has shifted, the 
combing U.S. deficit with Taiwan, Hong Kong, South Korea and Singapore declined from 
$34 billion to approximately $6 billion, while the deficit with China climbed from $3 billion 
to $35 billion. (See Chart E.) 

Looking at the trade deficit figure in a vacuum makes the trade imbalance look much 
more ominous than perhaps it is. This is not to say that Chinese policies and practices which 
block or hinder access to U.S. products must not be dealt with in a forceful and constructive 
manner under U.S. trade laws — they should be. U.S. exports to China need to increase. 

U.S. MANUFACTURERS ARE ACnVELY mYQLVED IN TRADE WITH CHINA 

There is not one state in the United States that is not exporting goods to China. 

Cumulativdy, these exports have increased by more than 34 percent in the last two years. 
Consumers in every state also benefit from increased selection and affordable prices of goods 
imported from China. 

To provide real examples of U.S. manufacturers* involvement in the China market, 
the NAM conducted a survey of its member companies, similar to one done two years ago. 
Evidence of progressive trade with China is apparent in our 1996 manufacturer survey 
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returns. A whole host of new respondents who had not participated in the 1994 NAM China 
survey and trade report (entitled: The United States and China; Valuing the Relationship) 
submitted statements demonstrating that large and small manufacturers alike continue to be — 
and are becoming — interested in China as a trading partner. More than 65 percent of our 
repeat respondents have increased their presence in China in the past several years, some 
quite substantially, as documented in the manufacturers' table included in our report. 

Not only is trade with China in the U.S. national interest, but, even more than in 
1994, it is the position of the NAM that American companies contribute to improved human 
conditions in China. Through the products, employment opportunities, better employment 
benefits packages, education and training, exposure to sound business practices and values 
and outlook that U.S. companies offer their Chinese employees, a whole new enlightened and 
consumer-oriented Chinese middle class is developing. TT^is trend is almost irreversible, and 
our presence in China will ensure that it becomes so. 

CONCLUSION 

For the above reasons, the NAM supports President Clinton’s decision, announced Monday, 
May 20, 1996, and formally communicated to the U.S. Congress on May 31, 1996, to 
extend MFN status to China for another year. In fact, the NAM would support permanent 
extension of MFN to China if that were possible today. 

The NAM believes that those who advocate restricting or revoking MFN for China 
seem to lose sight of the importance of international trade to the United States and the 
probable consequences of restrictions. Exporting creates increased operating revenue for 
business, which translates into increased production, efficiency, research and development, 
and, of course, jobs. 

Any restriction of MFN is sure to bring retaliation. Disruption in the trade arena, 
while necessary at times, creates difficulties and instability for U.S. business and our 
workers, not to mention the Chinese workers employed in China by our companies. U.S. 
investors deserve a stable, predictable commercial environment for the investments they have 
already made and for the future business they are trying to develop. So does the Chinese 
worker, as he or she is beginning to embrace newly understood opportunities, freedoms and 
successes. 

As for the many Chinese policies and practices with which the United States takes 
issue, as stated by the President on May 20. extension of MFN is not a blanket 
referendum on all China policies. However, engagement and stable commercial relations 
provide the United Slates with a platform from which to exercise some influence over 
Chinese development in trade and other areas. 

International trade is here to stay. So is development in China. It is our 
responsibility to ourselves and to the world to remain engaged — to promote market reforms, 
democratic principles and personal freedoms in China; and to promote jobs, economic 
strength and competitiveness here at home. U.S. manufacturers play a strong role in this 
capacity, and they should be encouraged to continue to do so, through the maintenance by 
both China and the United States, of normal, stable bilateral commercial relations. 
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*Based on U.S. Government estimates of growth in foreign ** Merchandise exports were $512 billion in 199A. 

export markets and the assumption that the U.S. share of They are projected to rise to $968 billion in 

those markets remains constant. 2010 in constant 199A dollars and $1,183 billion 

in current dollars, based on historic trends in 
export price Inflation. 
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Source: U.S. Commerce Department, Brookings Institute; 
China is an adjusted amount reflecting true export values. 
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Source: U.S. Commerce Department 
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Source; U.S. Commerce Department 
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Chairman Crane. Thank you, Dianne. 

Chairman Crane. Mr. O’Flaherty. 

STATEMENT OF DANIEL O’FLAHERTY, VICE PRESIDENT, 
NATIONAL FOREIGN TRADE COUNCIL, INC. 

Mr. O’Flaherty. Thank you very much, Mr. Chairman. 

I am Daniel O’Flaherty, vice president of the National Foreign 
Trade Council, which is an association of more than 500 American 
companies engaged in international trade and investment. 

I am here this afternoon to express our strong support for uncon- 
ditional most-favored-nation treatment for China and to express 
our concurrence with the aspirations that were implicit in the testi- 
mony of the previous panel. On ends we do not disagree; on means, 
we do disagree. 

In fact, we think it is time to consider giving China most-favored- 
nation status on a permanent basis and move beyond the debate 
that we are annually engaged in on this issue. To move in the op- 
posite direction is not a realistic option for the United States. 
Rupturing commercial relations with China, with the inevitable 
costs to the U.S. economy and our future relationship with the Asia 
Pacific region, is precisely the wrong way to address the numerous 
tensions and issues between the United States and China. Revok- 
ing or conditioning MFN would eliminate the leverage that the 
United States does have on China at a vep' high cost to U.S. em- 
ployers, workers and consumers. Such action is clearly not in our 
National interest, and on this score, we echo and concur with the 
many expressions of that opinion which you have already heard. 

There are four aspects of our relations with China which I would 
urge the Subcommittee to take under serious consideration. 

The first is simply that the annual debate in the United States 
about most-favored-nation treatment for China has become increas- 
ingly unproductive and ineffective. 

Second, this debate no longer is merely about United States- 
China relations, but involves broader regional, economic, political 
and strategic interests of central importance to the United States. 

Third, U.S. economic interests in China itself are enormous and 
growing rapidly, having significant implications for future 
American prosperity. 

Finally, it is crucial that the United States take a longer term 
view of relations with China that recognizes the role of private 
business in bringing China into the world trading system and liber- 
alizing Chinese society. 

Certainly, there are levers other than most-favored-nation status 
that are effective in influencing the way in which that development 
takes place. Mr. Jendrzejczyk of Human Rights Watch mentioned 
several of them in his testimony just now. They include negotia- 
tions for Chinese accession to the World Trade Organization, and 
they include the recent action of the Export-Import Bank in deny- 
ing credits for American companies to participate in Three Gorges 
Dam. We regretted that decision, but it certainly is an effort to 
affect a segment of Chinese behavior. 

In closing, I would like to comment on an argument which a 
prior witness advanced this morning, that we should not be too 
concerned about the impact of withdrawal of MFN for China on 
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Hong Kong, on the basis that it is unlikely that the resolution of 
disapproval will in fact pass. 

Surely, making empty threats makes them less credible, and in 
this case, it seems to me unproductive to debate the withdrawal of 
MFN, which is the commercial equivalent of withdrawing diplo- 
matic relations, while publicly arguing at the same time that the 
consequences do not matter because it will not happen. 

It is time that we recognize that just as the threat of massive 
nuclear retaliation against the Soviet Union ultimately lost its 
credibility, so too has the threat of revoking China’s MFN status. 
The reason is the same — retaliation would impose unacceptable 
costs on the United States with little chance of affecting Chinese 
behavior. To continue to make the threat and to conduct an annual 
debate about carrying it out can only undercut the real impact that 
the United States can have with the interdependence of our 
economic relations with China. 

I thank you for the opportunity to testify. 

[The prepared statement follows:] 
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TESTIMONY OF DANIEL O’FLAHERTY 
VICE PRESIDENT OF THE 

NATIONAL FOREKR^ TRADE COUNCIL, INC 

BEFORE THE 

COMMITTEE ON WAYS AND MEANS 
SUBCOMMITTEE ON TRADE 

JUNE n. 1996 


Mr. Chairman, Members of the Subcoosnittee on Trade I am Daniel O’Flaherty, Vice 
President of the National Foreign Trade Council, an assodation of more than 500 U.S. companies 
engaged in international trade and investmefit I am very (leased to testify today on the vitally 
important topic of the impaa of Most-Favored-Nadon (MFN) on U.S -China economic relations. 
The NFTC’s membership is drawn from afl sectors of the U.S. economy, including basic 
manufacturing, financial services, energy, high technology and agricultural, and, therefore, 
represents the broad range of U.S. commoce with China. 

The National Foreign Trade Council strongly su|^rts contiiiuation of unconditional 
most-favored-nation status with China. In fact, we believe it is time to consider granting 
permanent MFN to China To move in the opposite direction by revoking MFN is not a realistic 
option for the United States We are coovioced that rupturing comoiercial relations with China, 
with the inevitable costs to the U.S. economy and our diture relationship with the Asia-Pacific 
region, is precisely the wrong way to address the luimerous tensions and issues between the 
United States and China. Revoking or conditioning MFN would eliminate the leverage that the 
U.S. does have on China at a very high cost to U S employm and workers. Such action is 
clearly not in our national interest. 

As a business community we would tike to see a more stable and predictable relationship 
with China that encourages greata individual liberty and adherence to intenuuionai norms of 
behavior in all areas, including commerdal practice There are four aspects of our relations with 
China which I urge your subcomouttees to take under serious consideration: 

( 1 ) The annual debate in the U.S. about MFN for China has become increasingly 
unproductive and ineffective; 

(2) This debate is no longer merely about U.S.-China relations, but involves broader 
regional economic, political and strategic intere^ of central i^^)ortance to the U.S , 

(3) U.S. economic interests in Cluna itself are enormous and growing rapidly, having 
significant implications for future American prosperity, and 

(4) It is crucial that the U S take a loager-lenn view of relations with China that 
recognizes the role of private business in bringing China into the world tradmg system and 
liberalizing Chinese society 

1 would like to elaborate briefly on these four basic points 

1 The annual debate in the U S about MFN for China has become increasingly 
unproductive and ineffective . 

For seven years the Congress has conducted an annual debate about China’s MFN status 
under the Jackson- Vanik amendment to the Trade Act of 1974. The result has been that the 
entire U.S.-China relationship has been challenged each year on the narrow basis of bilateral trade, 
and normal commercial relationships have been held hostage to a wide array of non-commercial 
concerns Each year the bu^ness community has stressed that MFN is the normal tariff standard 
for conducting trade and in no sense a *’&vor.'’ It is in fiut the basic building block of our global 
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trading system and is critical to keeping markets open for the United States, which is the world’s 
largest trader. There are only six nations to whom the U.S. does not extend MFN — Afghanistan, 
Cambodia, Cuba, Laos, North Korea and Vietnam ~ and we are in the process now of granting 
MFN to one of them, namely, Cambodia. To revoke MFN for China ~ one of the world’s great 
emerging powers — would be the commercial equivalent of suspending diplomatic relations. We 
cannot build a lasting commercial relationship based on Smoot-Hawley tariffs. 

It is time that we recognize that just as the threat of massive nuclear retaliation agunst the 
Soviet Union ultimately lost its credibility, so too has the threat of revoking China's MFN status. 
The reason is the same; retaliation would impose unacceptable costs on the U.S. with little chance 
of affecting Chinese behavior. To continue to make the threat and to conduct an annual debate 
about carrying it out can only undercut the very real impact which the U.S. can have through the 
interdependence of our economic relations with China. We should, instead, pursue policies that 
encourage China to be a more responsible member of the international community. 

We are convinced that there is far more to be gained through a policy of long-term 
pragmatic engagement that moves toward permanent within a structure of enforceable 
bilateral and multilateral agreements China's eventual entry into the World Trade Organization 
(WTO) under a commercially acceptable protocol is essential in this regard. This is precisely 
where we should be focusing our efforts in establishing a more sound commercial relationship. 

We also should vigorously use all the trade tools we have available under U.S law to address 
major concerns and problems in our trade and investment relationship with China. Our current 
Section 301 dispute with China over its enforcement of the 1995 intellectual property rights 
agreement is one example of this approach, and theNFTC endorses the Administration’s efforts 
to ensure that China complies with the terms of negotiated trade agreements 

The NFTC believes that we should make clear to the Chinese leadership that the United 
States is willing to grant permanent MFN to China and to stop using what is essentially a cold war 
trade law. In return, China should demonstrate that it is willing to live in the post-cold war global 
economy based on unequivocal commitment to adhere to bilateral trade agreements, full 
acceptance of multiiatenU trade rules and agreements under the WTO, and provision of equitable 
market access to U.S. exporters. It is time to move beyond past approaches and to implement 
new ones which would promote ^ndamental U.S economic interests. Attempting to use a cold 
war trade law as the vehicle for addressing the entire U.S. -China relationship is not working and 
has outlived its usefubess. New, more positive approaches are called for, which will lead to 
improved and normalized relations between the United States and China. 

2, The U.S. cannot pursue its vital economic and other bterests in the Asia-Pacific region 
without improving commercial relations with China 

One result of China’s dramatic economic expansion of the past decade has been the 
transformation of its commercial relations with hs neighbors, most especially Japan, Taiwan, 

South Korea and the ASEAN nations. It has become part of the conventional wisdom that Asia 
presents the greatest opportunity for the expansion of US exports in the next decade and 
beyond. U.S. trade wth Asia is now more than double our trade with Europe and is growing 
rapidly. Accordmg to the USTR, Asia, excluding Japan, vnil be our largest export market by 
2010, with exports estimated to reach $284 billion. Asia is the fastest-grovking region in the 
world, accounting for almost 30% of world GDP, and China leads all other countries in its rate of 
economic growth. 

The commercial importance of the region goes beyond the simple growth statistics. It is, 
in fact, not possible to disentangle U.S commerce with China from that with the region. If U.S. 
companies were locked out of the Chinese market as a result of retaliation, they would also be 
excluded from major business opportunities in other Asian countries whose economies are 
bcreasbgly intertwined with China’s market. U.S. companies would be unable to take part in 
joint ventures and indirect trade with China throu^ countries such as Singapore, Taiwan, 
Malaysia, South Korea and, of course Hong Kong. 

It is vital to the U.S. economy to be able to participate fully in the growth of the Asia- 
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Pacific market. It is also a key factor in achieving other U.S. objectives in the region, such as 
encouraging and sustaining fi'ee market deroocracaes and maintaining strategic stability in the 
region. It is worth noting that even the most pro-democratic forces in Hong-Kong have long 
supported continued MFN because they fully realize the destabilizing impact its elimination would 
have on Hong Kong as it approa^tes the 1997 date for returning to Chinese sovereignty. The 
development of the Asia-Pa^c Economic Cooperation (APEC) forum also bears witness to the 
importance that the countries of the region place on continued U.S. engagement through 
normalized and expanding commercial relationships. 


3. The economic stakes for the US in China itself are enormous . 

Revocation of MFN would certainly lead to Chinese retaliation against the $12 billion in 
annual U.S. exports of goods and services to China. According to the [ntemational Business and 
Research Corporation, revocation of MFN would cost U.S. consumers $27 to $29 billion a year 
and put 190,000 U.S. jobs at risk by curtailing $13.6 billion of U.S exports to China We should 
be under no illusion that China’s leader^p would not be willing — or able — to subordinate 
China's increasing prosperity and economic growth to their perceived need to retaliate strongly 
against aggressive U.S. action And trade would not be the only casualty. A trade war of such a 
magnitude would also undoubtedly retaliate against U S. investors The recent Chinese purchase 
of Airbus aircrafi is a very good example of the reaction we should expect. 

U.S. exports to China have doubled since 1990 and grew 27 percent in 1995. Revoking 
MFN would cost many thousands of high- wage, technology-related jobs which are central to 
U S. economic growth. The consequences of revoking MFN could not be reversed because our 
companies would be quickly supplanted by our trading competitors who would not soon be 
displaced, if ever. 

In addition to the direct economic benefits U.S companies gain by their China business, 
they are helping to improve the lives of many Clunese people This takes place through training 
senior level Chinese managers and engines in U.S. company management practices and technical 
skills, and scholarships provided for Chinese sit^ents to study in the United States U.S. 
companies are actively engages in cultural exchange programs, man of which are at the local 
levels in the communities in which they operate 

Revocation of MFN wovdd senously xt back, if no\ destroy, all of these positive 
economic and other benefits that U.S. companies are helping to bring about by virtue of their 
business vnth Cluna. Such action is just not a realistic or efifective option for the United States 
It would radically destabilize a relationship witich calls for stable management and effective 
diplomacy. 

4, U S business has an important rc^e to fdav in liberaliznut Chinese society and 
integrating it into the world trading system 

Just as commerce does not provide the sote leverage to alter Chinese behavior, the private 
sector cannot reasonably expect to transform a vast nation with an ancient culture. The 
expanding market economy has, however, had a rOTiarkable impact on China U.S -Chinese 
economic ties have played a very important role in that transformation. These changes in China 
are irreversible. As a result, there has been a dramatic increase in the standard of living for 
China’s citizens, and access to infonnation has ^e^ly reduced the effectiveness of state control. 
While increased economic fi'eedora has obviously not yet been translated into political freedom, it 
is an essential precondition for greater pluralism This has certainly been the successful path that 
South Korea and Taiwan have pursued. Conversely, there is no evidence that attempting to 
isolate China would lead to a more rapid expansion of civil and political liberty. 

The vitality and explosive growth of the Chinese economy are, in foct, matters of concent 
to many in China’s leadership precisely for these reasons. TheU.S. should be on the side of the 
Chinese population, which benefits fi’om the steady expansion of personal opportunity and which 
welcomes the participation of American companies in improving their lot. 
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In conclusion, the NFTC believes it’s time to develop a normal commercial relationship 
with China by extending permanent MFN and by bringing China into the WTO on a solid 
commercial basis. It is in our overall national interest to do so, and it is also in the best interest of 
the Chinese people. Moving in the opposite direction would isolate the United States, threaten 
many thousands of U.S. export-related jobs and set back U.S. relations with not only China but 
with many other countries. We would not achieve any of our major policy objectives with China, 
whether it is in the human rights, non-proliferation or trade areas 

President Clinton and the Congressional leadership recognize that it is in our national 
interest to continue MFN for China. We urge the entire Congress to also recognize that revoking 
or conditioning MFN is part of the problem, rK>t part of the solution, in addressing our various 
concerns with China. 

Thank you for the opportunity to testify. 
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Chairman Crane. Thank you, Mr. O’Flaherty. 

Chairman Crane. Mr. Milosh. 

STATEMENT OF EUGENE MILOSH, PRESIDENT, AMERICAN 
ASSOCIATION OF EXPORTERS AND IMPORTERS NEW YORK, NY 

Mr. Milosh. Thank you, Mr. Chairman. I am Gene Milosh with 
the American Association of Exporters and Importers. We are an 
association of some 1,200 U.S. firms, and we are close observers of 
U.S. trade laws and regulations, especially Customs regulations. 
Some 30 percent of our members are multinationals, with the other 
70 percent in the medium to small size range. 

Because a large portion of AAEI’s membership engages in United 
States-China trade, the Association strongly supports renewal of 
China’s MFN status for the coming year. Renewal would ensure 
American companies access for another year to the enormous eco- 
nomic opportunities being created as China opens its markets to 
U.S. and other foreign goods. 

Additionally, failure to renew China’s MFN status would cause 
a reduction in the supply or an increase in the cost of many basic 
consumer products purchased by Americans and industrial 
products with components from China. 

We strongly support the President’s 1994 decision to de-link 
human rights issues from the annual renewal of China’s MFN 
status. As we testified in the past, we believe that the threat of ter- 
minating China’s MFN status is neither an appropriate tool for ad- 
dressing human rights concerns nor an effective one. We urge the 
members of the Trade Subcommittee to take a strong stand in en- 
suring that human rights issues are kept separate from U.S. trade 
relations with China, as is the case with almost all of our other 
trading partners. 

As stated, AAEI supports the President’s efforts to focus atten- 
tion on human rights concerns in China. However, we do not be- 
lieve that terminating China’s MFN status will contribute to this 
worthy objective. Specific trade disputes may be resolved by utiliz- 
ing more appropriate, narrower trade remedies and multilateral 
fora. AAEI supports initiatives by some in China to grant China 
MFN status on a more permanent basis. 

Terminating or threatening to terminate China’s MFN status 
would seriously hinder significant U.S. interests. For various politi- 
cal, historic and cultural reasons, Chinese leaders are likely to re- 
taliate, particularly against U.S. investments. More importantly, 
revocation of China’s MFN status would weaken those in China 
most sympathetic to our political objectives and put at risk the 
economic and political development occurring in China. 

Experience in Taiwan, South Korea and elsewhere suggests that 
this development would pave the way over time for the political 
and economic liberalization we seek, such as currency convertibility 
and reduction in tariffs, which have recently been announced. 

In sum, AAEI strongly supports renewal of China’s MFN status 
after July 1996. Terminating China’s MFN status is neither good 
trade policy nor good foreign policy. MFN status for China is the 
best prescription for achieving both our political and economic ob- 
jectives. Keeping with these objectives, AAEI strongly urges the 
Trade Subcommittee to seriously explore a long-term or permanent 
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renewal of China’s MFN status which recognizes a de-linkage of 
human rights concerns from MFN. A more stable, dependable trade 
relationship will encourage China to further open its markets to 
U.S. goods and services, with associated benefits to the U.S. 
economy and our international competitiveness. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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THB MBBICAM ASSOCZATIOV OP m POME ftS AMD IMPOSTERS (AAEI) 
STATBBMT OM UNITED 6T1TSS-C&XHA TSADB SBIATIONS AND 
™nn. OF CBZMA*S MOST-FATaRBD-MATiaM (MFM) STATUS 


Intr odnction and Background 

Good Borning, Chairaan Crane and Beabera of the Trade SubcoBBittee . 
My name is Eugene Milosh, and I aa President of the Aserican 
Association of Exporters and Importers (AAEI) . 

AAEI is a national organization comprised of approximately 1,200 U.S. 
company-members who export, import, distribute and manufacture a 
complete spectrum of products, including chemicals, electronics, 
machinery, footwear, food, toys, specialty items, textiles and 
apparel. Members also include firms and companies which serve the 
international trade community, such as customs brokers, freight 
fbrwarders, banks, attorneys, insurance firms and carriers. Many of 
AAEI's member firms and companies have or are considering investment 
in China. 

U.S. businesses in these areas of international trade will benefit, 
either directly or indirectly, from a decision to extend 
Most-Favored-Nation (HFN) status for China beyond July of 1996. A 
substantial number of AAEI exporters and importers are currently 
engaged in direct trade with China, with many AAEI retailer members 
sourcing as much as 30% - 40% of imports from China. Overall, more 
than one-half of AAEI's membership is involved in trade with China in 
some capacity. Considering the importance of continued China HFN for 
U.S. industry, including AAEI's members, we urge the Administration 
and Congress to revamp U.S. policy in an effort to avoid the annual 
MFN debate. To this end, AAEI supports President Clinton's 1994 
decision to de-link human rights concerns from HFN consideration and 
urges serious exploration of long-term or permanent renewal of 
China's KFN status. 

U.S. -China trade and investment has grown tremendously in volume and 
complexity since the U.S. first accorded China HFN status. Total 
trade has more than tripled since 1991 and nearly doubled since 1990. 
Total cumulative U.S. Investment in China is rapidly increasing, and 
China is one of our fastest growing export markets, purchasing an 
estimated $13 billion in U.S. goods and services last year. 

MFN status is the cornerstone of normal commercial trading 
relationships with countries worldwide, including China, and is a key 
aspect of the bilateral trade agreement with China negotiated in 
1979. The term "most-favored-nation" is a misnomer, suggesting some 
sort of privileged trading relationship. In fact, we grant most of 
the world's nations KFN status, ^ich merely entitles a U.S. trading 
partner to the standard tariff rates available to other trading 
partners in good standing. The U.S., like most other countries, 
maintains two complete tariff schedules — one set of standard rates 
for HFN countries, and a second set of often prohibitive rates for 
non-MFN countries. The tariff differential between these rate 
schedules generally ranges from 10% tp 50%, and can be as high as 
100% or more for some products, so that the loss of HFN status can 
effectively price a country's exports to the U.S. out of the market. 
The additional cost associated with denying HFN status would be paid 
for by U.S. companies and consumers. 

AaxT Bimpoirts Unconditional MFW Renewal 

AAEI strongly supports the President's 1994 decision to de-link human 
rights issues from the annual renewal of China's HFN status. As we 
testified in previous years, we believe that the threat of 
terminating China ' a HFN status is neither an appropriate nor 
effective tool for addressing human rights concerns. He urge the 
members of the Trade Subcommittee to take a strong stand in ensuring 
that human rights issues are kept separate from U.S. trade relations 
with China, as is the case with almost all of our other trading 
partners . 
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The Chinese market is already the world* s third largest, according to 
an International Monetary Fund (IMF) study, and has continued to grow 
at an annual rate of more than 10%. This market is simply too 
important to our future international competitiveness and to the 
battle against inflation in the U.5. to ignore or to jeopardize 
through an unstable trading relationship. As President Clinton has 
recognized, MFN is the essential cornerstone for a long-^term, stable 
bilateral relationship with China in both the economic and foreign 
policy realms. Any annual review process introduces uncertainty, 
weakening the ability of u.S. traders and investors to make long run 
plans, and saddles U. S/China trade and investment with a risk factor 
cost not faced by our International competitors. 

AAEI members agree that hiiman rights Issues warrant our attention and 
further bilateral negotiations between the U.S. and China. However, 
the Association does not believe that the threat of terminating MFN 
is an appropriate or constructive tool for pursuing this important 
U.S. foreign policy objective. History suggests that despite China's 
strong interest in trade with the U.S., efforts to impose our will on 
the Chinese government through a series of public demands will prove 
to be counterproductive. MFN is the foundation on which the U.S. 
bilateral relationship with China rests. 

Terminating MFN for China would not simply result in higher tariff 
rates for some imported goods; it would sever the basic economic — 
and, consequently, geopolitical — relationship between the two 
countries. It would also strengthen those in China who desire to see 
the People's Republic turn inward again, away from ideologically 
threatening capitalist influences, and would weaken those 
liberalizing forces that we seek to encourage. This would be 
particularly tinfortunate while the leadership situation in China 
remains unsettled. 


Chi«a»a Post^ufie KPlf Status Should Be Renewed 

AAEI supports the President's human rights objectives. For reasons 
noted above, we do not believe that the unilateral threat to 
eliminate MFN — and the uncertainty associated with annual MFN 
debates — furthers either U.S. foreign policy or trade objectives. 
As an association of companies engaged in trade with China, the 
balance of our commente will focus on the trade and economic aspects 
of the debate. This, however, should not in any way be construed to 
suggest any lesser interest in the successful resolution of U.S. 
human rights concerns in China. 

China has made some good faith efforts to respond to U.S. 
market'-opening initiatives. Among important developments, China has 
agreed to remove high tariffs on hundreds of U.S. imports, increase 
transparency with regard to its trade, operations and move towards 
currency convertibility. 

There are a number of other reasons for supporting the continuation 
of HFH treatment for China. Trade with China must be kept open to 
maintain benefits to U.S. industry of a bilateral economic 
relationship with Oiina. Failure to renew MFN would threaten the 
jobs of thousands of U.S. workers producing goods for export to China 
and would harm American businesses relying on Chinese imports for 
their livelihood. Tariffs, \rtiich are at an average 4% • 5%, would 
skyrocket to as high as 110 % in some cases, increasing costs to 
American consumers by billions of dollars. In many cases, this 
increased cost would be inflationary and fall most heavily on those 
Americans least able to beeo: the burden. 
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An MFW Cat-Off Would HarM U.S. Iroorters 

The loss of China ' s HFN status would also have both innediate and 
long-term consequences for AAEI members and the entire importing 
community. In the short-term, they would incur significant losses 
on merchandise already contracted for sale at a specific price, but 
not yet delivered. Payment for these orders are often guaranteed by 
irrevocable letters of credit. If duty rates increased from Column 1 
to Column 2 levels before Customs clearance, these companies would be 
required to absorb the increases or pass them on to American 
consumers. American companies and American consumers, not Chinese, 
are harmed by increasing duty rates for merchandise which was 
previously ordered. 

Over the longer term, the cost of delays, lost time, and 
unavailability of alternative supply could be even more damaging to 
businesses than duty increases. Many consumer products imported from 
China are not available in the U.S., and alternativ sources of 
supply overseas would likely be much more costly tha-' .ninese goods, 
of lesser quality, or unavailable altogether. The difficulties and 
uncertainties of trade with China have already pushed U.S. importers 
to search for alternative sources of supply. With the long lead 
times necessary for orders in many industries, some companies could 
easily lose a whole season, or even a whole year. This could cause 
major economic hardship. Companies would be forced to raise prices 
on goods, with consumers bearing the ultimate biirden. In most cases, 
U.S. producers would not benefit from a cut in supply of Chinese 
goods because of their inability to produce competitively-priced 
products. Yet, a reduction in supply of these basic consumer items 
would cause considerable hardship for Americans with limited incomes 
who purchase basic-necessity consumer goods imported into the U.S. 
from China. With the growing threat of a higher inflation rate, this 
is a poor time to increase the U.S. cost of living. 

Termination of China's HFN status could also make it difficult for 
U.S. companies to obtain products which are not easily accessible 
from other countries. In the case of textiles and apparel, U.S. 
quotas limit the amount of merchandise which can be imported from 
foreign countries. Thus, even countries which might have the ability 
to provide a somewhat competitive supply of a particular product may 
be unable to do so because they have filled their "quota” for the 
year. Furthermore, when quota is in short supply, as it most cer- 
tainly would be if China HFN status were terminated, U.S. importers 
would pay a premi\im for quota itself, and provoke quota calls based 
on surges from countries not under quota. 


An HFIf Cut-Off Would Also Harm D.S. Broortars 

Failure to renew China's HFN status would ham U.S. exporters as well 
as importers. China represents a significant, and very promising, 
market for U.S. exports, with approximately $13 billion worth of 
American goods purchased by the Chinese last year. The Department of 
Commerce estimates the value of U.S. -China trade and investments will 
be $600 billion in the next five to seven years. Historically, China 
has been quick to retaliate against foreign countries perceived as 
interfering with domestic issues. It would not be surprising for 
China to withdraw HFN for American goods and services and to limit 
U.S. investment and government procurement opportunities in response 
to elimination of HFN for Chinese goods. In fact, in 1987 during 
negotiation of a bilateral textile agreement with the U.S., China 
threatened to find another supplier for the nearly $500 million worth 
of annual U.S. agricultural exports to China. More recently, U.S. 
aircraft exports have been threatened. 
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Unilateral U.S. action against China would cause a severe blow to 
U*S. exports to C3iina. In addition to a possible loss of $13 billion 
in U.S. exports, loss of the Chinese market would have a significant 
impact on some of our most competitive industries — agriculture, 
aircraft, heavy equipment, machinery, telecommunications and 
chemicals. And, with our Western allies keeping the door open for 
many of their goods to China, the hard*%ron U.S. market share could 
disappear overnight, resulting in lost jobs in the export sector of 
the U.S. Bconamy and an increase in the trade deficit. It would be 
truly ironic if the net result of the last few year’s hard-won 
Chinese market opening commitments expanded business for European and 
Japanese competitors because U.S. companies are effectively excluded 
from the market by a U.S. -China breakdown. 


Beyond the immediate loss of business in China and Kong Kong, an KFH 
cut-off would significantly jeopardize long-term U.S. commercial 
interests in the region. A Sino-American trade war would deprive 
U.S. companies of important business relationships and ^portunities 
at a critical time in the growth of the Chinese economy. 

China's economy has grown rapidly in recent years, at an average 
annual rate approaching 10 %, and is poised for major expansion over 
the next decade. According to an IMF study, China's economy is now 
the %rorld'8 third largest. Some predict it will be the largest 
economy in the world by the year 2010 , or the year 2020 at the 
latest. U.S. companies have established a major presence in Oiina, 
providing an ideal foundation for future expansion. A trade breach 
would threaten this foundation. It would also provide U.S. 
competitors in Asia and Europe with a major advantage. 


MFII Trade Sanctions Would Be Count erproductive 

Unilateral trade sanctions imposed for foreign policy purposes have a 
very poor history of effectiveness. They serve mainly as symbolic 
gestures, often at great expense to U.S. economic interests, U.S. 
exports and foreign market share, and consumer prices. 

Elimination of China MEN, and the resulting withdrawal of U.S. 
business from China, would decrease Chinese exposure to Western 
values and free market ideas %dilch have clearly played a part in 
China's move toward trade liberalization and a market economy. 
Liberalized, market-oriented sectors, such as those in South China, 
would be the first to be injured or even shut down if HFN were 
withdrawn, and Chinese authorities would direct business back to 
state-owned enterprises. Terminating HFH would merely enable Chinese 
authorities to blame the U.S. government for their current domestic 
economic problems, further strengthtoing hard-line, anti-Western 
elements in the government. 

Furthermore, sanctions run counter to other U.S. foreign policy 
interests, including the stability of the Hong Kong economy and the 
futxire of the Hong Kong people. Hong Kong accounts for two-thirds of 
all foreign investment in China and one-third of China's foreign 
exchange, and is the port of entry end exit for much of the world's 
trade with China, especially that of the United States. Because of 
the unique combination of communications, financial and tecdmical 
support, established and reliable legal system, and common language 
available in Hong Kong, more than 900 American companies have 
established a significant presence there, and of these, approximately 
200 have chosen Hong Kong as their base for business operations 
throughout the region. 
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The damage to Hong Kong resulting from an MFN cut-off, which has been 
estimated at more than $21 billion in trade alone, would seriously 
jeopardise Hong Kong's continued ability to serve this important role 
for American companies as entrepot and investment "gateway** for China 
and the region. Damage to Hong Kong would also have 
counterproductive effects on political and economic reform in China. 
Hong Kong is South China's most important source of external 
investment, with Hong Kong companies providing employment to three 
million people in Guongdong Province alone. The impact of HFN 
removal would be felt disproportionately there, weakening the very 
forces' of liberalization key to future economic and political 
progress in China, and Hong Kong's security and well-being. The 
people of Hong Kong would be put at risk should Hong Kong, as it now 
functions, become less valuable to China. 

Finally, the U.S. should not unilaterally act without the support of 
our major trading partners. Unless multilaterally imposed, sanctions 
are certain to be unsuccessful and the U.S. could run the risk of 
alienating its allies. 


AAEI strongly supports renewal of MFN for China for another year. As 
stated, AAEI supports the President's 1994 decision to de-link human 
rights issues from the annual renewal of China's MFN status. 
Although we recognize the importance of focusing attention on htman 
rights concerns in China, we do not believe that terminating China's 
HFN status will contribute to this worthy objective. He urge members 
of the Subcommittee to take a strong stand to ensure that human 
rights issues are kept separate from U.S. trade relations with China, 
as is the case with almost all of our other trading partners. 

AAEI supports initiatives by the Administration and Congress to grant 
China MFN status on a permanent basis and urges serious consideration 
of a revision of the Jackson-Vanik Amendment toward this aim. A 
revision of Jackson-Vanik does not require a revision of U.S. human 
rights objectives in China. AAEI supports those human rights 
objectives. AAEI believes that President Clinton correctly 
determined that those objectives should not be limited to trade 
issues between the United States and China. The U.S. human rights 
objectives can, and should, be attained without terminating China's 
KFN status. Terminating China's MFN status could only harm U.S. 
trade and foreign policy interests, and ultimately, the progressive 
forces in china on which future progress will depend. 

On behalf of the American Association of Exporters and Importers, I 
wish to thank Chairman Crane and the Trade Subcommittee for this 
opportunity to present the views of our membership on this important 
issue. 
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Chairman CRANE. Thank you, Mr. Milosh. 

Chairman Crane. Mr. Duggan. 

STATEMENT OF E. MARTIN DUGGAN, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, SMALL BUSINESS EXPORTERS 

ASSOCIATION, ANNADALE, VA 

Mr. Duggan. Mr. Chairman, I will be very brief. 

I will vary slightly from what I said last year. I will change the 
deficit number that we experience with China from $28 billion to 
$38 billion last year over 1994, and we will probably be up around 
$44~$46 billion in 1996. 

The deficit with China within another 2 years is going to surpass 
the deficit with Japan. I think that it is time for the policymakers 
to come together and bring the best brains that they can to deal 
with this situation. Over the last 15 years, we have had a $1.5 
trillion-plus deficit with the world. Eighty percent of that was with 
Asia. There is nothing really changing in that regard as we go for- 
ward. I think that it is time that we do something to address this 
issue. 

The Small Business Exporters Association is made up of some of 
the most competitive manufacturers in the world. We do not back 
off from anybody; all we are looking for is opportunity. I do not 
think that opportunity exists to a great extent in China for small 
business. 

I would like to see some money spent by our government, pref- 
erably through the private sector, to determine what the real im- 
pediments are over there, because we do not have the resources to 
do it ourselves. All we do is get feedback from members as to their 
experiences. These are isolated cases, and not enough of them to 
make an empirical case as to exactly what is going on. 

But being as competitive as we are, we will settle for less than 
most-favored-nation status for the Chinese. I do not think it ought 
to be extended permanently or done away with. I think we ought 
to have an annual review to at least let them know that we are 
paying attention to what is going on over there, for a variety of rea- 
sons — and I am not talking about the human rights aspects, but 
strictly trade. From a small business perspective, they are not get- 
ting a fair shake in China, and I do not know what we can do 
about it until we take them to task on it. To continually back off 
because of the potential — everybody sitting at this table, for the 
most part, even though NAM does have a small business member- 
ship, they are still talking about a policy that is primarily driven 
by the multinationals, and it is the multinationals who have a 
major stake over there. But the rest of us come up short, we get 
shortchanged. 

I sat next to a gentleman last year who went into a joint venture 
in China; it took about 2 years for the Chinese to take his tech- 
nology and his investment. I think that was what Congressman 
Shaw was referring to. The fellow was an aircraft battery manufac- 
turer from Florida. They forced him out, bankrupted the operation, 
transferred the assets, and the World Court awarded him $7 mil- 
lion. The Chinese would not address the situation. 

I do not think we have mechanisms in place that are going to en- 
sure fair treatment for all business sectors. Certainly, with the 
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technology that a Motorola has and the kind of economic muscle 
and resources that they have, they can get along in almost any 
atmosphere in the world. But again, I am not here to put the knock 
on MFN. I think we have got to go forward with it. I just think 
that we have a clarion call, we have a problem with China, and I 
do not know that anybody in a policy position is drawing any kind 
of line in the sand and saying we should have some answers. 

With that, I would just thank you for the opportunity to be here, 
and I will let it go at that. 

[The prepared statement follows:] 
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STATEMENT OF 
E. MARTIN DUGGAN 

PRESIDENT AND CHIEF EXECUTIVE OFFICER 
SMALL BUSINESS EXPORTERS ASSOCIATION 


Mr. Chairman and members of the committee, I want to thank you for holding this hearing 

and for allowing the Small Business Exporters Association to testify on this most important question 

of continuing Most Favored Nation status for China. I am here to express the concerns of my 

members, who are dedicated exporters and who strive each day to meet the extraordinary demands 

of marketing and selling product in different parts of the world. 

In the case of China, (hey are met with difficulties which should not exist between two 

countries which are economically strong and who should be self-confident enough to be open trading 

partners. Some of these small and midsized exporters have made the following comments. 

"Most business is too closely tied to their government or is controlled by the government " 

"Chinese always want to talk about joint ventures, but a joint venture to them means long term 
negotiations to establish a relationship, and then very long term financing which is seldom possible 
for a small business to offer." 

"China doesn't understand small business Their first question is always, How big?'" 

A member from Illinois states, "My customers are suspicious that U.S. companies will not be reliable 
as suppliers > and therefore, manufacturers lose credibility." 

Another member was forced to sponsor a "buying trip" for several Chinese businessmen. It cost him 
$30,000 and he is still owed $27,000. 

A South Carolina manufacturer reports, "I will be participating in a trade show in China this 
September. My Hong Kong distributor warned me to be careful when I hire an interpreter. They are, 
in fact, government-sponsored industrial spies'." 

A Chinese-American member from New Jersey feels that "China should at least allow U.S. companies 
to export its own brand name products in China without going through Chinese state-owned trading 
companies." 
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The experiences of these Americans show that the political and cultural climate in China has 
improved little in spite of years of Most Favored Nation Status. We give China preferential treatment 
on duty free or greatly reduced tariffs for their goods entering the United States - and it seems that 
ail we receive in return is the right to continue treading water. 

In the May 17, 1995 issue of Chemical Week. Minister Gu Xiulian restated that growth rates 
of 8 - 9% are established under the ninth Five Year Plan, with priority being given for such specific 
industries as electronics, automobiles, construction equipment, machinery and agricultural chemicals, 
in particular. The Chinese seem to know where they are going. 

With our trade deficit expanding from $l billion in 1986 to more than $38 billion in 1995, we 
need a policy that addresses the shortcomings in our trade relationship with China NOW. In ten 
years, it could be too late. 

Why do we continue a relationship in which the rule of law, intellectual property rights, 
technology transfer, extortion and bribery are more the norm than the exception? Chiefly because 
Presidents Bush and Clinton have embraced the "Constructive Engagement" theory - and they are 
probably correct in believing that the only way to negotiate is to keep talking. We have this huge 
economic carrot being dangled in front of our faces representing potential sales to China if we are 
patient, but clearly patience alone won't do the trick. At the current rale, our deficit with China will 
surpass our deficit with Japan. 
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Mr. ChBkman and meiDbers of the Trade SubconBnittee, 1 am not here today to oppose Most 
Favored Nation status for China but rather to urge additional and stronger measures when dealing 
with this intr an si ge n t regnne. We must overcome Chinese indifference to fair business practices and 
instUl in them a desire to be respected tnthe global economy. We have already demonstrated our 
patience and willingness to defer to a much different business culture, but soon we must begin to 
tighten the screw. 

The Small Busness Exporters Association pledges its support of any diplomatic and economic 
changes which can continue Constructive Engagement but will demonstrate that trade concessions 
cannot be one-sided indefinitely. If doing business with friends is China's criteria, the U.S. should 
long ago have proved its wilKngness to be a friend. How long is it going to take? 

Thank you for a&owing us to testify on this most important issue. We wish you well in finding 
a solution tathis most perplexing of problems. 
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Chairman Crane. Thank you, Mr. Duggan. 

Chairman Crane. I am going to throw out just one quick 
question to anyone who might be able to answer it. Have you any 
idea how many of the Chinese people are currently employed in 
China as a result of American business presence there? 

Mr. Milosh. 

Mr. Milosh. Certainly, it is the largest growing sector, the pri- 
vate sector, especially in the border provinces; it is the largest sec- 
tion employed in the private sector. So that it is making an impact 
on the decisionmakers, but from all indications, it cannot be 
reversed; it cannot go backward. 

So I think the marketplace is taking hold, and it is going to be 
the driving force in the future. So that we can expect that it will 
have an impact on the political side. I think that is how the mar- 
ketplace works. It does take over, it shows the benefits to the 
people, and certainly, as it expands, it will have a political impact. 

Chairman Crane. Thank you. 

Mr. Portman. 

Mr. Portman. Thank you, Mr. Chairman. I will be brief 

Just quickly, on the deficit issue, I looked at Ms. Sullivan’s testi- 
mony and noted that it is possible that we have misstated the defi- 
cit because of the re-exports from Hong Kong and others, and you 
talked about that. I guess when Hong Kong comes in in 1997, that 
will all net out, depending on how we are doing with our Hong 
Kong imports in the United States. It may be that the trade deficit 
will in fact improve rather than continue to escalate. 

Also, with regard to the deficit and Mr. Duggan’s comments at 
the end, I would just ask Mr. Duggan, isn’t it true that your mem- 
bers have also seen an increase in their exports to China over the 
last couple of years and certainly over the last 12 months? 

Mr. Duggan. Well, if you take a look at the trade with China, 
in 1986 it was a $1 billion deficit, and it has taken these incremen- 
tal jumps. We have had minimal jumps across the board, and even 
with the multinationals setting up over there, it is still very minor. 
If you take a look at the machinery categories — and I think it is 
right here in the NAM study — their numbers will show that if you 
go back 5 years ago, we had fairly sizable exports in electrical ma- 
chinery to China, and their growth is at least five times as great 
as ours over that 5-year period, and it has gone from where they 
were a fairly negative exporter to where now, they are in the 
neighborhood of a little over $3 billion in machinery exports. 

Mr. Portman. There is much we can do in terms of our trade 
laws and getting China to be more fair and open up, but I would 
also say that simply the deficit numbers should not be used as a 
barometer for deciding whether there is an opening of China’s mar- 
kets or not. We had a 20-percent increase in exports last year and 
the year before; we now have 170,000 jobs in this country that are 
directly related to exports to China. That is what is important. We 
have got to work on the export side. The import side really is 
another part of the equation. 
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Thank you all for coming. 

Thank you, Mr. Chairman. 

Mr. Duggan. Mr. Chairman, all I represent are exporters. 

Mr. PORTMAN. Yes, I know that, I know that. 

Chairman Crane. Let me thank all of you for your testimony, 
and with that, the Subcommittee stands adjourned. 

[Whereupon, at 3:10 p.m., the hearing was adjourned.] 
[Submissions for the record follow:] 
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STATEMENT OF THE 

AMERICAN FOREST & PAPER ASSOCIATION 

SUBCOMMITTEE ON TRADE 
WAYS AND MEANS COMMITTEE 
U.S. HOUSE OF REPRESENTATIVES 

U.S.-CHINA TRADE RELATIONS AND 
RENEWAL OF CHINA'S MOST FAVORED NATION STATUS 

JUNE 18, 1996 


The AmCTican Forest & Paper Association <AF&PA) ap|»ectates the opportunity to 
advise the Subcommittee of our views on U.S.-Cbina trade relations and the renewal of Most 
Favored Nation (MFN) status for China. 

AF&PA is the national trade association of the forest, pulp, paper, paperboard, and wood 
products industry. The vital national industry which AF&PA represents accounts for over seven 
percent of total United St^es manufacturing output. Employing approximately 1 .6 million 
people, the forest and paper industry ranks among the top 10 manufacturing employers in 46 
states, with an annual payroll of approximately S47 billion. Total sales of U.S. forest and paper 
products exceed $230 billion annually. 

The U.S. is the world's largest producer of pulp and paper and paperboard. It provides 
3S percent of the world's pulp, and satisfies 30 percent of global pr.per and paperboard demand. 

In 1995, U.S. forest {x'oducts exports totalled more than $23 billion. Using the yardstick 
adopted by the Department of Commerce, these sales figures support about 440,000 direct and 
indirect jobs. 


The PRC represents a significant current export market for the U.S. forest products 
industry, but the potential for future sales is even greater. 

In 1 995, U.S. exports of pulp, paper and paperboard products to China totalled 
$273 million. In addition, shipments of recovered paper for recycling by China's paper and 
paperboard mills amounted to almost $51 million. According to a U.S. Department of 
Commerce report, in 1993, direct U.S. exports of pulp, paper and paperboard products to China 
represented approximately 2 1 percent of China’s import market, the highest supply of any foreign 
suj^lier. Just behind dte U.S. was Hoi^ Kong, which held a 19 percent share; althou^, a 
sizeable amount of Hong Kong's p^r exports to China are actually U.S. goods transht{^>ed 
through Hong Kong. 

For specific paper products, such as wood pulp and krafl linerboard, China is already an 
important market. In the case of kniR linerboard which is used in the manufacture of corrugated 
shippif^ conteiners, China is the lai^est export market for U.S. producers. In 1 995, direct 
exports of U.S. kraft linerboard to China were vali^ at almost $53 million. In addition, a major 
portion of U.S. kraft linerboard exports to Hong Kong — $133 miHion — is reshipped to China. 

In 1995, direct U.S. exports of wood products to China totaled $27.7 million, with 
exports of value added hardwood lumber and veneer increasing dramatically by 70 percent from 
the previous year. In addition, the majority of U.S. wood products that eventually re^h China 
are transhipped din^igh Hong Kong, Taiwan or Canada. For instance, in 1995, betwwn 70 ^ 
80 percent of total U.S. hardwood products reached China after first going through Hong Kong. 
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Looking ahead, the China market for paper and wood products is expected to grow 
rapidly. Chinese consumption of paper and paperboard products posted double digit growth rates 
in 1 992 and 1 993 , placing it third in terms of consumption of paper and paperboard products 
behind the U S. and Japan. Even after this rapid growth, the Chinese market has not come close 
to exhausting its potential. In 1994, China's per capita paper consumption was still only 
20 kilograms (kg), much lower than the world average of 48 kg. The Chinese government has 
forecast that per capita consumption will almost double by the year 20 1 0, rising to 32 kg. The 
government also plans to improve the quality of domestically produced paper by raising the 
proportion of wood pulp in the paper making furnish. These changes are expected to provide 
U.S. pulp and paper suppliers increased sales opportunities in the Chinese market. 

Although China’s share of total Pacific Rim exjwrtsof U.S. wood products is small 
($27.7 million in 1995), the future market potential is promising: 

■ Chinese wood product consumption and imports are steadily increasing; 
a although tariffs and quotas on value-added wood products still play a role in impeding 
U.S. exports, some import restrictions are slowly being eliminated as key trading areas 
become more independent from central government control; and 
a there are significant immediate opportunities in China for U.S. hardwood lumber and 

veneer, and strong potential for softwood plywood, OSB, and engineered wood products 
over the next three to five years. 

The ability of the U.S. forest products industry to participate in the future development of 
the China market on a competitive basis will require a carefully calibrated U.S. trade policy 
which has as its objective the full integration of China into the global trading system - with its 
attendant benefits and responsibilities. For this reason, AF&PA recommends an approach which, 
on the one hand, accords China full Most Favored Nation (MFN) to U.S. markets and, on the 
other, applies an appropriately rigorous standard to the conditions for China's accession to the 
WTO. 

EXTE NS ION OF M F N TR ADE STATUS 

AF&PA strongly supports the extension of MFN trade status for China. 

Undeniably, there are commercial considerations behind this position. In the short term, 
we can anticipate that a denial of MFN status would inevitably lead to steps by Chinese buyers to 
reduce purchases from U.S. suppliers, including our forest products companies. It is also to be 
expected that our international competitors would act quickly to use a failure of the United States 
to renew China's MFN status at this critical period to improve their positions in this developing 
market, putting us at a long-term disadvantage, even assuming more normal relations were 
restored at some point in the future. 

But our position is equally based on a firm belief in the market as the ultimate instrument 
of global democratization. The recent history of political change around the globe has made the 
point that the spread of the global marketplace is the single most powerful liberalizing force 
operating in the world today. To the extent tfiat the U.S. has invested heavily in the expansion of 
the global free trade system, it has paid handsome dividends in terms of the realization of our 
larger foreign policy objectives. 

To encumber China's full participation in the world’s most open, most robustly 
competitive market - as the denial of MFN status would do — would insulate China from the 
very forces of liberalization that we wish to foster. This is the underlying fallacy behind the use 
of market sanctions as a means for changing illiberal behavior and the reason why the withdrawal 
of MFN status would not only fail to improve China's human rights record, but could actually 
have the contrary result. 

Thank you for your consideration of our views. 



218 


SEPARATE CHINA TRADE FROM OTHER ISSUES 

By Edward R. Muller, Edison Mission Energy 
Irvine, CA 


Statement for the Record 
House Ways and Means Trade Subcommittee 
Hearing on China's MFN Status 
June 11. 1996 

Again, we are engaged In our annual soul-searching over 
whether or not to renew China's most favored nation (MFN) trading 
status. Although the debate professes to examine US/Chlna policies, it 
has become a destructive exercise that not only falls to achieve our 
policy goals, but also weakens the prospect of achieving them in the 
future. 

It Is time to bring this yearly drama to an end by making MFN status for 
China permanent. We must stop viewing MFN status as a foreign policy 
tool — a benefit that can be awarded or withheld, depending on a 
country's willingness to support our objectives. Rather, we should view 
It as the basis of a long-term and reciprocal economic relationship — the 
foundation upon which a normal bilateral relationship can flourish. 

Human rights. Intellectual property rights, nuclear proliferation, Taiwan 
and Hong Kong all are important and complex Issues that do matter and 
must be resolved. MFN status establishes a relationship within which 
resolution of these Issues can be pursued. 

A sound MFN relationship with our trading partners Is in the US 
national Interest. It enables other countries to earn foreign currency by 
exporting their products to the United States, in turn strengthening 
those countries' ability to buy our exports. 

By fostering trade-based economic development, MFN status also helps 
foreign countries establish £ind sustain market-driven economies, 
strengthen democratic institutions and improve social conditions. 

During the 15 years that China has enjoyed reciprocal MFN status with 
the United States, the Chinese Government has gradually adopted 
market-oriented reforms, decentralized decision-making and improved 
the standard of living in many parts of the country. 

As China's economy has developed, so, too, has the US/China economic 
relationship. China is now the fastest growing market — a market our 
competitors In Japan and Europe would be only too happy to usurp. 

In the last seven years alone, US exports to China Increased from $5 
billion to more than $12 billion. Moreover, with a population of 1.2 
billion and the prospect of $750 billion in infrastructure projects over the 
next decade, China will remain a key market for years to come. 

By their very presence, US businesses accomplish much in China. US 
exports of goods and services expose the Chinese to consumer choices 
and information sources that were unimaginable two decades ago. US 
Investment generates jobs and encourages the development of a growing, 
and vocal, entrepreneurial class. 

In the case of the power sector, where a number of US firms — including 
my own. Edison Mission Energy — are pursuing opportunities, US 
projects will have a tremendous impact on the economy. Electricity 
projects fuel industricd production and power the Improvements in 
telecommunications and Information that are crucial to economic 
success in the global marketplace. 
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Project development and financing in themselves help establish 
sophisticated commercial and legal Infrastructure, And access to safe 
and reliable electricity benefits Chinese people In their homes, schools 
and work. 

Recognizing the importance of MFN as key to our relationship with 
China, President Clinton took a loeleome Jirst step when he 
supported renewal qf Mnv status for China. 

Next Congress should support renewal unanimously. Any vote 
against It aimed at ‘sending a signal' to the Chinese,” unfortunately, 
will only signal that the United States Is still unable to develop a clear 
policy with regard to China. 

Finally, Congress and the Administration should make this year's 
vote on China MFN status the last. While problems In China persist, 
we should acknowledge that China has made large strides in a relatively 
short time, and pursue fiirther progress quietly through diplomacy, not 
as part of an aimual Congressional ftay over MFN. 

President Clinton delinked human rights from the MFN debate once 
before, in 1994. To preserve the delinkage, let’s eliminate this annual 
review once and for all. 


Edvirard R Muller is CEO of Edison Mission Energy, an Independent 
power producer based in Irvine, California, that develops, owns and 
operates power plants throughout the world. Including China. 
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Testimony of Representative Thomas W. Ewing 
Before the House Ways and Means Committee 
Subcommittee on Trade 
June 1 1, 1996 


Thank you, Mr. Chairman, for the opportunity to testify 
before this distinguished panel on the subject of Most-Favored 
Nation status for China. I am a strong supporter of MFN for 
China, and in fact, when I was first elected to the Congress in 
a special election in 1991, my first vote was on this issue. I 
was for MFN then and I am even more convinced now that it 
is the right policy for advancing American interests within 
China. It is important, when discussing China, to distinguish 
between the Chinese people and the Chinese government. 
Because you can be for the Chinese people and against the 
Chinese government. Since we began granting MFN to China 
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sixteen years ago, we have witnessed tremendous gains in 
standard of living, freedom to work, and we have witnessed 
the creation of a middle class that is emerging as a powerful 
force for change within China. As we all know, there is lot of 
work in these areas that needs to be done. However, there is 
significant recent historical evidence to support the argument 
that economic liberalization begets political liberalization. Take 
South Korea for example, ten years ago it would have been 
unthinkable that former Presidents would the subject of 
corruption investigations. Political accountability in South 
Korea in the mid-1980s was just not there. Taiwan is another 
example and I would argue that the free, democratic electiorrs 
that they recently held were as unthinkable ten years ago as 
elections in China are today. The point that I am trying to 
make is that the Chinese people, like their neighbors in Korea 
and Taiwan, will gain more and more power over their 
government, and become less and less tolerant of unjust 
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government practices, as they become the source of wealth. 

In other words, as the economic liberalization continues and 

'\ 

the entrepreneurial-spirits take hold, the Chinese government 
will become increasingly reliant on the Chinese people and not 
the other way around as is currently the case. How many 
wealthy and economically liberalized countries in the world 
have human rights problems? 

I would like to turn my focus to another subject that is 
close to my heart and that is agriculture exports. Agriculture 
has unique role in our export portfolio. While the total US 
trade position has been in deficit since 1971, US agricultpre 
exports have consistently been in surplus. The US has an 
enormous comparative and competitive advantage in 
agriculture. We have the combination of the best farmland, 
quality infrastructure, and high technology that results in our 
continuing global dominance in exporting agricultural goods. 
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However, there is no other sector of the US economy 
with as much to gain or lose by restrictive trade practices as 
the US ag industry. Our dominance throughout the world has 
led US farmers to depend on foreign markets more than any 
other sector in the US economy. The vote on China MFN 
status could, for all practical purposes, be dubbed "Farm Bill 
2." Revoking MFN would undoubtedly freeze out US farmers 
from the Chinese markets only to the benefit of their foreign 
competitors. To illustrate the importance of exports and the 
Chinese market to American agriculture I'd like to share some 
startling statistics with you. 

• Currently, more than one million Americans have jobs that 
depend on U.S. agricultural exports. Every billion dollars 
in additional agricultural exports helps create nearly 
20,000 new jobs -- in production, processing, marketing, 
transportation and shipping, as well as in other industries 
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that supply goods and services relating to agriculture. 
USDA expects agriculture exports to exceed $60 billion 
this year, accounting for nearly one-third of domestic 
production. In addition to boosting farm income, such 
exports are expected to generate approximately $ 1 00 
billion in related economic activity, resulting in a positive 
trade balance of $30 billion. This reduces the overall 
U.S. trade deficit, provides billions of dollars in additional 
tax revenues at every level, and creates needed jobs 
throughout the economy. 

• China's feed grain consumption over the past four years 
has climbed by over 50 million tons - the biggest surge in 
world history. Grain for animal feed now accounts for 25 
percent of compared to 50 percent in the US and Europe. 


• Meat consumption in China is growing 1 0 percent a year. 
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or a staggering 4 million tons annually. And yet, per 
capita meat consumption is only 1 2 percent of that of the 
U.S. Similar rising consumption rates prevail for eggs, 
beef, and other food items. In two years, China has 
swung from being a net exporter of grain to importing 1 6 
million metric tons. A trend that appears unlikely to 
reverse itself. 

• China's consumption of corn -- more than 80 percent of 
which goes into animal feed-- expanded by a huge 10 
million tons in 1995, to 105 million tons, compared with 
total U.S. corn output of 192 million tons. 

Revoking MFN would take the U.S. out of the Chinese 
market at a critical point in China's market development and 
the void from our departure would gladly be filled by our 
competitors in Latin America, Europe and Australia. Producers 
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in these countries, although less efficient than U.S. farmers, 
would certainly leap at the opportunity to gain market share in 
China. 

Mr. Chairman, as you know, I have introduced legislation 
that would permanently extend MFN for China and the 16 
other nations currently subjected to the Jackson-Vanick 
process. Regrettably this hearing is not addressing this 
legislation directly. However, this annual renewal battle 
illustrates the importance of passing permanent MFN for 
China. Jackson-Vanick was a useful tool during the Cold War 
era, when it was part of the broader foreign policy dynamics 
of that era. In the post Cold War era, Jackson-Vanick has 
assumed a role that it was not intended to serve: namely an 
all-encompassing foreign policy lever. At no other time in 
American history has a bilateral relationship, as important as 
the US-China relationship, been micro managed by the 
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Congress. Indeed, not one of our trading partners has 
anything resembling our annual MFN debate with China. The 
annual MFN debate impedes our progress in the very areas 
that some profess to use MFN to correct. The bottom line Mr. 
Chairman, is that this annual fight is placing American 
interests in China at an extreme disadvantage. 

I appreciate the opportunity to speak to you today and I 
look forward to working with the Subcommittee on my 
legislation at a later date. I would be happy to answer any 
questions that Members may have. 1 have enclosed a copy of 


the legislation. 
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104th CONGRI'SS 
2d Session 


H. R. 2926 


To extend nondiscriminatoiy treatment (roost-favored-nation treatment) to 
the products of certain nonmaricet economy countries. 


IX THE HOUSE OP REPRESENTATIVES 

Febkcahy 1, 1996 

Mr. Ewing (for himself, Mr. Dreeer, Mr. KOLBE, Mr. Knollenberg, and 
Mr. Manzullo) introduced the following bill; which was referred to the 
Committee on Ways and Means 


A BILL 

To extend nondiscriminatoiy treatment (most-favored-nation 
treatment) to the products of certain nonmarket economy 
countries. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the “Eiqiort Market Sta- 

5 bilization Act of 1996”, 

6 SEC. 2. EXTENSION OF NONDISCRIMINATORY TREATMENT. 

7 (a) Extexsiox. — N otwithstanding title W of the 

8 Trade Act of 1974, nondiscriminatorj' treatment (most- 

9 favored-nation treatment) shall apply to the products of 




229 


1 each country set forth in subsection (b) that is either a 

2 member of the World Trade Organization or has entered 

3 into a bilateral commercial agreement referred to in sec- 

4 tion 405 of that Act that has taken effect as provided in 

5 section 405(c) of that Act, and is in effect. 

6 (b) List op Countries. — The countries referred to 

7 in subsection (a) are the following: 


8 

(1) Albania. 

9 

(2) Armenia. 

10 

(3) Azerbaijian. 

M 

(4) Belarus. 

12 

(5) China. 

13 

(6) Georgia. 

14 

(7) Kazakhstan. 

15 

(8) Kyrgyzstan. 

16 

(9) Moldova. 

17 

(10) Mongolia. 

18 

(11) T«gikistan. 

19 

(12) Turkmenistan. 

20 

(13) Ukraine. 

21 

(14) Uzbekistan. 

22 

(15) Bulgaria. 

23 

(16) Romania. 

24 

(17) Russia. 



230 


1 (c) Termination of Application of Title W. — 

2 During any period in which nondiscriminatory treatment 

3 applies to the products of a countiy under subsection (a), 

4 title rV of the Trade Act of 1974 shall not apply to that 

5 countiy. 

6 (d) CONTORMING AMENDMENT. — General Note 3(b) 

7 of the Harmonized Tariff Schedule of the United States 

8 is amended by striking “Azerbaijian”. 

9 SEC. 3. EFFECTIVE DATE. 

10 The extension of nondiscriminatory treatment under 

1 1 section 2 to the products of a country shall apply with 

12 respect to goods of that country that are entered, or with- 

13 drawn from warehouse for consumption, on or after the 

14 15th daj' after such extension. 


O 
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TESTIMONY OF THE FASHION ACCESSORIES SHIPPERS ASSOCIATION 
ON U.S. < CHINA TRADE RELATIONS 

BEFORE THE SUBCOMMITTEE ON TRADE COMMITTEE ON WAYS AND MEANS 
SUBMITTED BY: JOEL K. SIMON, ESQ. 

BARBARA Y. WIERBICKl, ESQ. 

COUNSEL TO THE ASSCCIATION 

June 17, 1996 

The FishiM) Accessories Shippers Association, Inc.(*FASA*). is a trade association located 
at 330 Fifth Ave., New York, NY. The Association is comprised of one hundred (100) member 
firms who import handbags, luggage, small leather goods, ^oves and belts from all parts of the 
world. The members are located throug^t United States, and are comprised mainly of small 
to medium size privately held companies, employing less than 500 workers, although some of the 
members are large public oootpanies with thousands of employees. In total, FASA members employ 
more than ten thousand workers in the United States. 

At the present time, aj^roximately 87% of all handbags and related products sold in the 
United States are imported, with the largest percentage of products sold in the low to medium price 
range. 




Once we thank the Committee for affording us the opportunity to offer its statement to 
ocpress FASA's ooooero regarding the continued Most Favored Nation ("MFN") status for the People's 
Republic of Ctuna in 1996-1997. In the past, FASA has offered before this Subcommittee testimony 
wl^ si^iported the goals put forth by the (Resident for future renewal of MFN status for China, while 
at the same time we stated our very strong concerns about the negative impact that would occur if MFN 
status was removed. 

At this time, FASA Preadect Clinton, former Senate Majority Leader Dole, House Speaker 

Gingrich, U S. Trade Representative Btrabe&ky, as well as hundreds of thousands of Americans in 
voicing hs support for maiiitaimiig MFN status for China FASA continues to bdieve that in the long run, 
the mamtenaoce of MFN for China will have a twofc^d resuh. It would ensure the hundreds of thousands 
of jobs held by Americans involved in both e^^rt and import to ! from China, and, it would result in 
achievement of the human rights goals thtt President Clinton and America support. 

Both President Cliaton and former Senator Dole recognize the repercussions of drying MFN 
status to China President Witliam Clinton; "Revolting MFN and, in effect, sevoing our economic ties 
with China, would drive us back into a poiod of mutual isolation and recrimination that would harm 
America's interests, not advance them. ” Former Senate M^ority Leader Robert Dole stated that China's 
MFN status should be continued "not because it is in our economic interest, but because it is in our 
natiraial intefest. To deny MFN for Chma would set back our relations more than two decades, and send 
• disastrous signal of Andean withdrawal to our strategic allies throu^out the Padfre Rim. Den^ng 
MFN would not free a angle disadent, hah a single missile sale, prevoit a angle threat to Taiwan or save 
a single innocent Chinese life.* As recognized hy United States Trade Representative Chariene 
Banhefilcy, in supporting MFN renewal despite the human rights situation in China b«ng "deplorable," 
"it is clear that greater engagonoit on all fronts, including by U.S. corporations in China, will help 
encourage the eoeigence of a more open society.* House Speaker Newt Gingrich has indicated that he, 
too, fevors extension of MFN to Chint and wodd do whatever it took to oisure the House did not vote 
to doiy or condition the privil^e. 
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Indeed, polhica] observers have voiced concerns over the possible aftennath of resultant 
confixmtadon between America and China; Hyper nationalism in China> which could precipitate higher 
Chinese defense spending, forcing "Tokyo and others to unilaterally increase their military strength, 
conceivably including the acquisition of nuclear weapons and ... wreck U.S. - Japan security ties. ... It 
defies logic to suggest that we would get Beijing's (uU cooperation on the Korean Peninsula ... Tension 
between [Bering and Washington] tends to produce more strain between Beijing and Taipei . . not only 
would jeopardize mudi of Taiwan's $25 billion investment on the mainland, which produces exports for 
the U.S. market, but Beijing also would put even more pressure on Taipei directly. In turn, Taipei would 
seek additional security guarantees (and weapons) from Washington. ... Is it sensible to believe that 
Beijing would not frequently exercise its [United Nations] Security Council veto to frustrate American 
goals [such as the Persian Gulf, Somalia, former Yugoslavia] if we declare economic war on China by 
removing normal tariff treatment? ... finally, overuse of the annual MFN threat, and repeated flip flops 
on the issue, have dangerously undermined American credibility in Beijing's eyes. ... [In summary] 
Because withdrawing MFN from China hurts Arnica, Taiwan and Hong Kong as muph as the People's 
Republic, it is not credible. If we continue making incredible threats, we will find opponents doubting 
our resolve when it matters most." 

As testified to in the past, there is a great concern in the business community that action may be 
taken by Congress or the Adnunistration, no matter their intentions, which will cause great hardship for 
many American workers and their families, as well as the workers and families in China. This hardship 
will take the form of lost American jobs on both the export and import side, as well as seriously 
diminishing, or even diminating, the supply of inexpensive b^c consumer items upon which Americans 
with fixed incomes have come to rely. Alternatively, should other sources be located, the price of these 
goods would likely be prohibitive to those on fixed incomes. 

Should China lose MFN status, the duties <m) die products which our members import will 
increase to such an extent as to make most if not all products totally non-competitive. Leather bags 
will increase from 9% or 10% to 35%. Plastic bags will go from approximately 20% to 45%, man- 
made fiber bags will go from approximately 20% to 65% and braided bags will go from 8.4% to 
90%. Similar Large increases will zpff\y to luggage, gloves and belts. Many workers would, at least 
temporarily lose their jobs if MFN were lost. 

Many of the products that are imported from China continue to be subject to quota. 
Accordingly, our members will not be able to shift dieir production to other countries, because most 
other countries that are capable of producing our products will not have the quota necessary to allow 
entry into the United Sutes. Even if we could overcome the quota problem, there is not enough 
production available in other countries to allow for a shift in orders to other MFN countries. In the 
last few years, in Taiwan and Korea, our industry’s historic producers, production has ^len as costs 
in those countries increased and their economies moved away from low technology industries. 
.Adding the additional duty costs to their sales price is not a r^istic option for FASA members, 
either, as duty would average about 50% - an increase of 2.5 to six times of that paid currently. 
Since most of these products are low to moderately priced merchandise, the American consumer 
would be unable or unwilling to pay the price. 

Rather, it is our belief that ocmtinued business contacts with the Chinese people will show the 
people that the United States has not abandcmed them. The loss of American contracts by China, and 
the obvious resultant loss of jobs by its workers, could be contrary to the very interests America 
supports. These jobs have helped improve China's basic human rights policies. Not only have Chinese 
living standards risen, but h is also r^rted that state control over most aspects of the of their individual 
lives is seriously diminishing. Cutting buriness ties and putting the wooers out of work could easily 
undo all the positive gains, econonuc, social and political, that China has made in the last ten years. It 
would give the leaders in Beijing ammunition to use against the United States by creating economic 
unrest within China. FASA members are fearful that the workers in China, who are more concerned with 
feeding and caring for their fiunilies than they are witii politics, would be the "victuna” of the loss of 
MFN. We, at FASA and other American finns, would be perceived as abandoning them after the promise 
of improved living standards that we have been giving them for the past ten years. It has bMn our 
experience that life in China had improved gre^y for many per^le during the past ten years. 
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We muK believe Ibat looie of thu impravemeiit u attributable to the hundieda of thounnda 
of joba ctealed by our trade and the bilUotia of dollan that have been paid to the Chineae woriten for 
their labor and their products. 

FASA is not untniiidfiil of the potentiai injury to eiportera, as well. As noted by President 
Clinttn, tevoldng MFN to China 'wouid cede one of the CistM growing martlets to our competitors. 
... China has become our fostest growing export market, with exports up OX in 199S ahme.’ 
Fuiaily, Commerce Departmoit Under Secretary for Internationai Trade Stuart Eiaenstat accurately 
summed up the situation: 'Renewal of MFN is in our nadonal interesL It's not a gift to China. ' 

On hehalf of the Fashion Ac cess ori es Shippen Associadon, and its member companies across 
this nadon, we hope that Congreu and the Administradon not only renew MFN lor Qiina, but do 
so permanendy and anthout the impoaition of any addidonal requirements. 
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STATEMENT OF RUSS BERRIE AND COMPANY. INC. 

ON U.S. - CHINA TRADE RELATIONS 

BEFORE THE SUBCOMMITTEE ON TRAIS COMMITTEE ON WAYS AND MEANS 
SUBMITTED BY: JOEL K. SIMON. ESQ.. 

BARBARA Y. WIERBICKl. ESQ. 

COUNSEL TO RUSS BERRIE AND COMPANY. INC. 

JUNE 17. 19% 

Rutt Bcrrie and Company. Inc. (Ttuia Beme*). of Oakland. N. J.. ia a public company whose 
stock is traded OD the New York Stock Exchange. The company employs approximately 2000 men and 
women worldwide, of which approximately 1200 are in the Un^ States. In addition to New Jersey, it 
has fedlities in Califwitta, West Virgiaia, Pennsylvania and ^no. The compai^ C 0 q>loys a sales force 
in eadi of the fifty states. Net yesriy aalm total approximately $347,000,000. 

The oompany develops and markets a vast sdectioo of imfxjlse gift products to retail stores in the 
United States, Canada. England and most of the countries in the world. Russ Benie sells more than 
1 1.000 diflerent products, most of siduch are produced in the Far East. 

Once agwn, we thank the Committee for affording us the opportunity to offisr hs statement to 
express Russ Berne's ooncern r^ardiog the continued Most Favo^ Nation (*MFN*) status for the 
People^s RepuNk dTCUna in 1996>]997. In the past, Russ Berne has offered before this Subcommittee 
testimoiiy which aipported the goals put forth by the President for future renewal of MFN status for 
Ctuna, wide at the same time we stated our very strong concerns about the negative impact that would 
occur if MFN status was removed. 

At this tiine, Rusa Benie joins President CImton. former Senate Minority Leader Dole, House 
Speaker Gingricfa. U.S. Trade Repre se nt a tive Barsbeftky, as well as hundreds of thousands of Americans 
in voicatg its st^iport fix maintaming MFN status for Cluna. Russ Berne continues to bdleve that in the 
long run. the matntgjnanp.^ of MFN for CUna will have a twofold result. It would ensure the hundreds 
of thousands of Jobs hdd by Ameri can s invedved inbcKh expmt and inqxxt to / from China, aiul. it would 
resuh in addevement of the human rights goals that Prerideot Clinton and America support. 

Both President Clinton and former Senator Dole recognize the repercussions of denying MFN 
status to China. President William Chntoo: "Revoking MFN and, in effect, severing our economic ties 
with China, would drive us back into a period of mutual isolation and recrimmation that would harm 
America's interests, not advance them." Former Senate Minority Leader Robert Dole stated that Chiiia's 
MFN status should be continued "not because h b in our economic interest, but because it is in our 
national interest. To deny MFN for China would set back our rdations more than two decades, and send 
a disastrous signal ofAmoican withdrawal to our strat^c allies throughout the Pacific Rim. Denying 
MFN would not free a single dissidait, halt a an^ mbsile sale, prevent a si^e threat to Tuwan or save 
a single innocent Chinese fifo." As recognized by United States Trade Represmitative Chariene 
Banhefiky, in supporting MFN renewal despite the human rights situation in China being "deplorable.” 
"it is clear that greater engagement on all fronts, ioduding by U.S. corporations in China, will help 
encourage the emerg e nce of a more open society." House Speaker Nefwt Gingrich has indicated that 
too, fiwors extension of MFN to Chma and would do whatever it took to ensure the House did not vote 
to deny or condition the privil^e. 
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Indeed, political obsovers have voiced concerns over the pos9l>le aftermath of resultant 
confiontatiwi between America and China; Hyper nationalism in China, which could precipitate higher 
Chinese defease spending, forcing "Tokyo and others to unilaterally increase their militjuy strength, 
coDcrivably inchid^ the acquisition of nuclear weapons and ... wreck U.S. • J^Mn security ties. ... It 
defies logic to su^jest that we would get Beijing's lull cooperation on the Korean Peninsula . . . Tension 
between [Bering and Washington] tends to produce more strain between Beijing and Taipei ... not only 
would jeopardize mu^ of Taiwan's $25 billion investment on the mainland, v^ch produces exports for 
the U.S. maiket, but Bering also would put even more pressure on Taipei directly. In turn, Taipei would 
sedc additional security guarantees (and weapons) Washington. ... Is it soisible to believe that 
Beijing would not fiequCTtly exercise its [United N^ons] Security Council veto to frustrate American 
go^s [such as the Persian Gulf, Somalia, former Yugoslavia] if we declare economic war on China by 
removing normal tariff treatment? ... finally, overuse of the annual MFN threat, and repeated flip flops 
on the issue, have dangerously undermined American credibility in Beijing's eyes. ... [In summary] 
Because withdrawing from China hurts America, Taiwan and Hong Kong as much as the People's 
Rqjublic, H is not credible If we continue making incredible threats, we will find opponents doubting 
our resolve \riiea it nutters most." 

As testified to in the past, there is a great concern in the business community that action may be 
taken by Congress or tbe Administration, no matter thrir intentions, which will cause great hardship for 
many American workers and their fiunilies, as well as the workers and &milies in China. 

While Russ Berrie has products manufactured in Korea, Taiwan, Hong Kong, Thailand, 
IndcMiesia, The PhiUpinnes, Mexico, and the United States, China is its single most important source of 
product at this time. Estimates are that, in a single year, Russ Berrie has imported more than eighty 
millioa dollars worth of products fixm China The possibility of the loss of MFN duty treatment for these 
products would be disastrous for the company and for the toy and gift industry as a whole if this 
legislation is passed. 

There is no alternative source of supply presmtiy available anywhere in the world that could fill 
the demand that would be created due to the toss of imports from Chiiu. The loss of imports from China 
would cause tbe oonquny to lose a substantial amount of its sales. We estimate that some three to four 
hundred Russ Berrie onployees would rither temporarily or permanently lose their jobs. We do not 
believe that the story would be any different for others in this our industry, and we could easily foresee 
thousands of people unemployed in the toy and giftware industry alone. Commerce Department Under 
Secretary for International Trade Stuart Eizenstat stated that 'Htleoewal of MFN is in our national interest. 
It's not a gift to Chiiui." As noted by Prerident Clinton, revoking MFN to China "would cede one of 
the fltstest growing marked to our oonq>etitors. ... China has become our fittest growing export market, 
with exports up 30% in 1 995 alone, " 

Moreover, should MFN status be lost, Russ Berrie and other importers would be forced to look 
to other countries to make iqr for the lost production and sales in China Due to the nature of the gift and 
toy industry, h is doubtful that any of tins production would return to the United States. Since toys and 
impulse gift Hems are not necesrities, price is always a consideration. Therefore, production will shift to 
those countries whidi can provide a large, inexpensive, but skilled workforce. Furthermore, withdrawal 
of MFN status could seriously diminish, or even eliminate, tbe supply of inexpensive basic consumer items 
upon which Americans with fixed incomes have come to rdy. Alternatively, should other sources be 
located, the price of these goods would lik^ be {x^ohibitive to those on fixed incomes. 

Nor can we foresee a return of production to China, once new fadlities are established. The loss 
of the American market to Chinese goods would surefy resuh in a loss of the Chinese market to American 
goods. Such an event would not be tea^Kxvy, as once new focUHies are established it would be unlikely 
tittt they would be slut down or moved. Moreover, tbe uncertainty of future action i^ainst MFN status 
for China would make a return to China unlikely once MFN status was lost. 
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Addhwodly, the lost of Araokan ooAncta by CfaiDi» tad the obviouf reailtaiit loss (^jobt by 
its wQite^ could tecootrarjr to tike very iatereitsAiBsrice«i|ipofts. Thesejobs hive helped impnive 
CfautthbeacfaumMirigliispoficies. Not oofyhcveCfaiBeselM^shBkdBrds rises, but it is stso reported 
thststitecoiitiol over most sspecti of the of tiksg individual hveelttsseriooslydtnitinshed Cutting 
buriness ties sod putting the wtxkers out of work could eerily Dodo sB the positive gains, eoosrasc, 
aociai and poKticri, that Chaui hu made in tiie last ten years. It woitid ^ve the leaden m Bc$ng 
ammunition to use against the Untied States by creming economic unrest withm Chaa. Russ Berne ts 
fttftid that the workers in China, who are more oosccned with ftedmg and carng fi>r their fenuMes timn 
they are with politics, would be the %ietifns* of the loss of MFN. We, et Russ Berrie and other American 
Arms, would be perceived as abandoning them after the promise of improved livii^ iteadards that we 
have been giving them for the past ten years. 

The people at Russ Berrie contifaie to believe that their experiences in China o w the years has 
riiown them that, as we expaikded our econmnic comacts with tlm Chmese pec^e, so have their lives 
impnaved There has been more food, better liviagcoiuhtioDS and an easing ofthe political situation to 
the poiitt where peofrfe found the courage to itaitd up to repraesion. Russ Berrie briieves that the 
continuation: of economic contacts whh Chioa ami its people wiB, in the long^ run, aid in the growth of 
democratic ideab and bring about a peaceful democriuic rrvohrtioii as see h ap p enn ^ in Eastm 
Europe. 

On briialf of Russ Berrie and Comi»ny; Inc., we WDuldKke to th«dc you for your coorideration 
of its coflcenu and urge that you stqqton the reoewal of MFN, and not mqwse ai^ additional 
fcquireaMats on the ectension of MFN for China for the next period, if not peonancntly re. 




The Toy Manufacturers of America, Inc. CTMA) is the trade association 
that represents 265 U.S. manufacturers and importers of toys, fames, 
dolls, and festive articles. TMA member companies, who empl<^ more 
than 40,000 Americans, account for approximately 85 percent of all toy 
sales in the United States. Toys are a 150 billion global industry at 
the wholesale level and United States toy companies are the leaders in 
inventing, designing, producing, marketing, and selling fa^s around 
the world. 
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TMA stroDffly supports the uncouditional renewal of MFN for China. 

TMA submits this statement to explain the tremendous steike that the 
American toy industry has in trade with China and the huge cost that the 
revocation of normal trading status for China •* what the trade community 
confusingly calls "Most Favored Nation" or "MFN" status would have on 
American toy companies, their employees, and American families. That, we hope, 
will enable the Trade Subcommittee to understand why our industry so strongly 
supports unconditional renewal of MFN for China. 

American toy companies employ over 40,000 Americans, about 70 percent of 
them in production work. We combine high-value added domestic operations - 
such as design, engineering, and sophisticated production processes — with low- 
cost. labor-intensive production overseas. This is not a new phenomenon. Labor 
intensive production of many American consumer goods, of which toys are but one 
example, began to migrate from the United States to developing countries in the 
1950s. For industries like ours that are product driven, price sensitive, and highly 
competitive, this reluctant evolution was a straightforward matter of survival. This 
strategy was the only way we could hope to remain competitive, sell toys to families 
in the United States and around the world at affordable prices, and minimize the 
inevitable loss of low-skilled jobs in the United States. It has proven to be a highly 
successful strategy. Today American toy companies enjoy a significant competitive 
advantage and hold a global market share of approximately 50 percent. 

Preserving that success is contingent upon maintaining normal, that is MFN, 
trading status for China. A quick review of history will put the situation in 
perspective. Before 1979, when the United States and China established normal 
commercial relations and assumed reciprocal obligations to grant one another MFN 
trading status, China produced no toys for the U.S. market. Why? The answer is 
simple. The non*MFN U.S. tariff rate for toys and dolls — the toy categories that 
accounted for 75 percent of U.S. toy imports from China last year - is 70 percent 
(Non-MFN tariff rates for the other 25 percent of toy products imported from China 
range from 36 percent to 52 percent.) There was no way China could overcome such 
high tariff hurdles and be a competitive supplier of toys to the U.S. market. 

Extending MFN to China in 1979 brought those tariff rates down to between 
4 percent and 12 percent. Uruguay Round tariff cuts implemented last year 
brought U.S. MFN duty rates for toys to zero, a tremendous boon to our industry 
and to American families. Because of China's industrious, quality-conscious, and 
low-cost labor force, it was natural tiiat toy production migrate to China firom other 
developing countries. Over the past dozen years, American firms — wor kin g 
through wholly-owned direct investments in China, joint ventures with Chinese 
and Hong Kong partners, and production contracts with Chinese firms - have 
invested heavily in China, building plants and teaching manufacturing skills. As a 
result, China has emerged to become the world's leading supplier of high-quality, 
low-cost, mass-produced toys. 

The United States imported $5.4 billion of toys from China in 1995, 
accounting for more than half of all the toys American families purchased last year. 
To put that figure in perspective, Japan was our second largest foreign supplier and 
it accounted for U.S. imports of about $1 billion. 

Were Congress to revoke MFN for China now, our industry would suddenly 
find itself confronted with 70 percent tariffs on most toy imports from our most 
important supplier. The impact would be severe. 
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Tari£f rates of 70 percent would drive the price of toys &om China to 
prohibitively high levels. Consumer choice would be severely constrained. Toy 
sales would plummet. The burden of trade sanctions would be felt most acutely by 
families with lower disposable incomes, many of whom would face toy prices beyond 
their means. 

Our industry is not a special case. Other U.S. consumer goods producers and 
importers - including footwear, textiles and apparel, consumer electronics and 
others - would face similar consequences if China's MFN status were to be revoked. 
Yesterday, the Business Coalition for U.S.'China Trade, of which TMA is a 
member, released a new study it commissioned hrom the International Business and 
Economic Research Corporation that estimates the total cost to American families of 
revoking MFN for China, including higher prices for toys, would be $27 billion to 
$29 billion per year. That is equivalent to an annual tax of about $300 on each of 
America's 9G million households. 

In addition. American toy companies exclusively dependent upon product 
from China - TMA estimates possibly as many as fifty would soon be forced out of 
business. In the longer run. we estimate over a period of two to four years, the 
industry would adjust to this effective embargo on Chinese toy imports by moving 
production to other developing countries. The adjustment costs to the industry of 
replicating its investment in China would be enormous and there would be no 
guarantee that the high efficiency of Chinese production could be duplicated. As a 
result, the preeminent global position of America's toy companies would be put at 
risk. 


The jobs of many American toy industry workers supported by trade with 
China •• we estimate as many as 20,000. particularly in the states of Rhode Island, 
New Jersey, Oregon, California, New York, Massachusetts. Ohio, and Texas " 
would be put in serious jeopardy. Many more jobs in the importing, distribution, 
and retailing of toys from China would likewise be put at risk. 

We view the imposition of conditions upon the renewal of MFN as virtually 
synonymous with outright revocation. Conditionality mean uncertainty. We 
cannot plan and run our businesses if we ere wondering whether our most 
important source of supply is about to disappear. Without continuity and certainty 
of supply, American toy companies also cannot plan to take advantage of the 
growing Chinese consumer market. 

China has taken tremendous sUides over tiie past 15 years since trade with 
the United States was opened. The quality of life of tens of millions of ordinary 
Chinese has improved vastly. Despite this progress, TMA member companies share 
the concerns of other Americans over the issues of human rights, the proliferation 
of weapons, the protection of intellectual property rights, and China's slowness to 
open its market. We nevertheless want to impress two critical points upon the 
iSrade Subcommittee. 

The first point is that the denying or conditioning of MFN is a totally 
inappropriate tool with which to addre^ our concerns with China. MFN is simply 
too blunt and devastating a weapon to use to pursue U.S. objectives vis-d-vis China 
effectively. This Committee and the Congress have given the President a 
substantial arsenal of more limited but still highly potent weapons which the 
Administration has to date judiciously employed to protect and advance U.S. 
economic and foreign policy interests. 
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Our second point is that our industry's many years of experience in China 
has convinced us that America's economic and other interests will best be served by 
persevering in the policy of comprehensive engagement that all Administrations, 
Democrat and Republican, have pursued with bipartisan congressional support 
since 1979. This policy has never promised instant results, and there is no doubt 
there will be further setbacks along the way, but we believe comprehensive 
engagement is the only policy that holds the promise of achieving the results we all 
want to see. 

Through their presence in China, American firms have an important role to 
play in support of that policy. Several concrete examples will illustrate this point in 
the case of the toy industry: 

• TMA, through its Safety Standards Steering Committee working with the 
Corporate Safety and Health Services Department of Hasbro, Inc., 
recently published in Chinese a “Fire Prevention and Emergency 
Preparedness Guide" to assist managers of toy manufacturing plants in 
China in evaluating their fire prevention controls and emergency 
preparedness in the event of a fire. 

• In March of this year, TMA, in cooperation with the United States 
Consumer Product Safety Commission (CPSC) and the State 
Administration of Commodity Insp^tion of the People's Republic of China 
(SACI), conducted three-day toy safety and fire prevention seminars in 
Guangzhou and Shanghai, China. The purpose of these seminars was to 
enable TMA and the CPSC to share with Chinese toy manufacturers, 
standard setters, and government representatives the technical expertise 
and experience of U.S. Government and industry experts in the areas of 
toy safety testing, quality assurance, and fire protection. More than 500 
Chinese toy manufacturers and government officials attended the 
seminars. 

• In November, 1995, TMA sponsored China’s State Family Planning 
Commission a conference on “Intergenerational Play." Ihe purpose of this 
program was to share with Chinese government media officials, toy 
industry executives, and Chinese scholars our respective insights into the 
role toys and intergenerational play have in child development. 


Revoking MFN is the equivalent of waging economic war. It would do 
enormous damage to China, a country that is an incr^singly important actor in all 
spheres of global affairs, as well as to ourselves. There is no reason to believe that 
it would advance the cause of U.S. economic and foreign policy interests. There is 
every reason to believe it would set us on a course of confrontation with China with 
potentially disastrous long-term consequences. 

Comprehensive engagement is the right policy. 

MFN is the foundation upon which comprehensive engagement rests. 

Congress should, therefore, support the President’s decision and'the 
recommendation of Senate Majority Leader Dole to renew MFN for China. 


TMA0397 
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